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In the
SUPREME COURT
of the
STATE OF IDAHO

Reed J. Taylor,
Plaintiff-Appellant,

v.
AlA Services Corporation, et aI,
Defendants-Respondents.

,
CLERK'S RECORD ON APPEAL
VOLUME XV

Appealed from the Distric t Court of the
Second Judicial District of t he State of Idaho ,
In and for the County o f Nez Perce
The Honorable Jeff M. Brudie
Supreme Court No. 3 6 916 - 2009
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ATTORNEY FOR PLAINTIF F-APPELLANT
GARY D. BABBI TT
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Attorneys for AIA Services Corporation,
AIA Insurance, Inc., and CropUSA
IN THE DISTRICT COURT OF THE SECOND JUDICIAL DISTRICT
OF THE STATE OF IDAHO, IN AND FOR THE COUNTY OF NEZ PERCE
REED J. TAYLOR, a single perSall,
Plaintiff,
VS.

)

)
)

Case No. CV-07-00208

)

)
AIA SERVICES CORPORATION, an Idaho )
)
corporation; AlA INSURANCE, INC., an
Idaho corporation; R. JOHN TAYLOR and
)
CONNlE TAYLOR, individually and the
)
conUllUluty property complised thereof;
)
BRYAN FREEMAN, a single person; JOLEE )
)
DUCLOS, a single person; CROP USA
INSURANCE AGENCY, INC., an Idaho
)
)
Corporation; and JAMES BECK and
CORRINE BECK, individually and the
)
commumty property comprised thereof,
)
)
Defendants.
)
)

MOTION FOR STAY OF
PROCEEDINGS

---------------------------)

AIA SERVICES CORPORATION, all Idaho )
corporation; and AIA INSURANCE, INC., an )
)

MOTION FOR STAY OF PROCEEDINGS - 1
40005.0006 .1249781.2

7/23/.,.20 08 5:20

Hawley Troxell

Idaho corporation,
Counterclaimallts,
vs.
REED J. TAYLOR, a single person,
Counterdefendant.

PAGE

7/31

FAX:

(208)342-3829

)
)
)
)
)
)
)
)
)

COME NOW Defendants AlA Services Corporation and AlA Insurance, Inc., by their
attomey of record, Gary D. Babbitt oftlle firm Hawley Troxell Ennis & Hawley LLP, and move
tius Court for an order staying all proceedings in this case pending resolution of the demands by
Plaintiff Reed J. Taylor and by DOlma Taylor, pursuant 10 Idallo Code § 30-1-742, that the
boards of directors oftlle two corporations take action against their defense counsel and others
for alleged malpractice, violation of professional rules of conduct, breach of fiduciary duties and
"aiding and abetting" the defendants in various transactions and/or the handling of the defense of
this litigation. The demand is set forth in the July 21,2008 letter fi..om attorney Michael S.
Bissell served on the directors of AIA Services Corporation, Inc. and AlA Insurance, Inc. and all
counsel of record in tlllS case. See Affidavit of Gary D. Babbitt and attached exhibits submitted
in support of this Motion.
Plaintiffs counsel, Rodelick Bond and Michael Bissell, have asserted that Hawley
Troxell Ennis & Hawley LLP have a conflict of interest in representing AlA Services
Corporation and AIA Insmance, Inc. and furlhemlore, that Hawley Troxell Emus & Hawley LLP
have violated applicable rules of professional conduct, malpractice and breach of fiduciary
duties, including but not linuted to "aiding and abetting" the Defendant Corporations in some
twenty-seven (27) different enumerated allegedly illegal or improper acts. The demand for the
Defendant Corporations to take action against tileir at-tomeys attempts to create a conflict of

MOTION FOR STAY OF PROCEEDINGS - 2
40005.0006.1249781.2
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interest between client and theif chosen defense counsel based on unsubstantiated allegations,
many ofwruch are derivative ofumesolved claims made in this litigation, and to force the
withdrawal Of disqualification of defense counsel to the detriment and substantial cost of the
defendants.
The actions by plaintiffs' counsel in instituting a separate derivative action against
opposing counsel in this case appear to be a calculated litigation tactic to deprive AIA Services
Corporation and AIA InsUTance, Inc. of theil' light to counsel of their choice. See In re County of
Los Angeles, 223 F.3d 990,996 (9th CiI. 2000) (explaining that attempts to disqualify opposing
counsel "can be a powerful litigation tactic to deny an opposing party's counsel of choice...
Unquestionably, the ability to deny one's opponent the services of capable counsel, is a potent
weapon.") (citations omitted). Indeed, umnediately after delivering the derivative demand to the
corporations, Plaintiffs counsel demonstrated his motivation by inquiring as to when Hawley
Troxell Ennis & Hawley would be withdrawing fromtlle case. See Affidavit of Gary D. Babbitt,
submitted conculTently herewith, Exh. C.
Regardless ofthe motives of Plaintiff's cOlUlsel, the practical result oftlle newly initiated
derivative action is to impede Haw ley Troxell's ability to represent the Defendant Corporations
until completion oftheir statutory inquiry under Idaho Code Section 30-1-744 into the demand
for legal action against Hawley Troxell. As a result ofthis attempt to create a conflict of interest
between clients and their defense counsel, AIA Services Corporation <ll1d AlA hlsurance, Inc.
move for a temporary stay of all proceedlilgs in this matter. Tbis matter should be stayed for a
period of 90 days, or such additional time period that is required for the corporations to make a
good faith inquiry, under Part 7 of Chapter 1 of the Idaho Business Corporation Act, Idaho Code
§§ 30-1-101, -740 et seq., into the allegations raised in the demand for legal action against

MOTION FOR STAY OF PROCEEDINGS - 3
40005.0006.1249781.2

Hai1ley Troxell
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Hawley Troxell and to detenmne whether the demanded action is in the best interests of the
corporations.
WHEREFORE, as a result of the allegations of Roderick Bond and Michael Bissell as set
fOlth in the Affidavit of Gary D. Babbitt submitted in support ofth1s motion for stay of
proceedings, AIA Services Corporation and AIA Insurance, Inc., by and through their attomeys
of record in this case, respectfully request that this Comi issue an order staying all proceedings in
this case until the Defendant Corporations can complete an inquiry as provided under Idaho
Code § 30-1-741, for a period of ninety (90) days and such additional period may be permitted
pursuant to Idaho Code § 30-1-743 to complete the inquiry.
DATED THIS

.2.3 day of July, 2008.
HAWLEY TROXELL ENNIS & HAWLEY LLP

B-~ ~£),6~
Gary D. Babbitt, ISB No. 1486
Attomeys for AIA Services Corporation,
ALA Insurance, Inc., and CropUSA

MOTION FOR STAY OF PROCEEDINGS - 4

2770
40005.0006.1249781.2

fJ.dl'/..ley

Troxell

PAGE 10/31

7/231 0 08 5:20

FAX:

(208)342-3829

CERTll"ICATE OF SERVICE
I HEREBY CERTll"Y that on tills 230-ay of July, 2008, I caused to be served a tTue
copy of the foregoing MOTION FOR STAY OF PROCEEDWGS by the method indicated
below, and addressed to each oft11e following:
_ _ U.S. Mail, Postage Prepaid
Hand Delivered
_ _ Ovemight Mail
_ _ Te1ecopy

Roderick C. Bond
Ned A. Cannon
Smith, Cannon & Bond PLLC
508 Eighth Street
Lewiston, ID 83501
[Attomeys for PlaiJ.1tiff]

~mail

Michael S. Bissell
Campbell, Bissell & Kirby, PLLC
416 Symons Building
7 South Howard Street
Spokane, W A 99201
[Attorneys for Plaintiff]

_ _ U.S. Mail, Postage Prepaid
Hand Delivered
_ _ Ovemight Mail
1.....----- Email

David A. Gittins
Law Office of David A. Gittins
P.O. Box 191
Clm:kston, W A 99403
[Attorney for Defendants Duclos and Freeman]

_ _ U.S, Mail, Postage Prepaid
Hand Delivered
_ _ Overnight Mail
_ _ Telecopy

Michael E. McNichols
Clements Brown & McNichols
321 13th Street
Lewiston, ID 83501
[Attorneys for Defendant R. Jolm Taylor]

_ _ U.S. Mail, Postage Prepaid
Hand Delivered
_ _ Overnight Mail
_ _ Telecopy
-!LEmail

Jonathan D. Hally
Clark & Feeney
P.O. Box 285
Lewiston, ID 83501
[Attorneys for Defendants Connie Taylor, James Beck
and Conine Becle]

_ _ U.S. Mai1, Postage Prepaid
Hmld Delivered
_ _ Ovemight Mail
__
. Telecopy
--1LEmail

James J. Gatziolis
Charles E. Harper
QUARLES & BRADY LLP
500 West Madison S11'eet, Suite 3700
Chicago, Illinois 60661-2511
[Attomeys for Crop USA Insurance)

_ _ U.S. Mail, Postage Prepaid
Hand Delivered
_ _ Oventight Mail
_ _ Telecopy

v- Email

_~ail

~D,6~1
Gary D. BabbItt

MOTION FOR STAY OF PROCEEDThfGS - 1
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FILED
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Gary D. Babbitt, ISB No. 1486
D. John Ashby, ISB No. 7228
HAvVLEY TROXELL ENNIS & HAWLEY LLP
877 Main Street, Suite 1000
P.O. Box 1617
Boise, ID 83701-1617
Telephone: (208) 344-6000
Facsimile: (208) 342-3829
Email: gdb@hteh.com
jash@hteh.com
Attomeys for AIA Services Corporation,
AIA Insurance, Inc., and CropUSA
IN THE DISTRICT COURT OF THE SECOND JUDICIAL DISTRICT
OF THE STATE OF IDAHO, IN AND FOR THE COUNTY OF NEZ PERCE
REED J. TAYLOR, a single person,

)
)
Plaintiff,
)
vs.
)
)
AIA SERVICES CORPORATION, an Idaho )
)
cOlporation; AlA INSURANCE, INC., an
)
Idaho cOlporation; R. JOHN TAYLOR and
CONNIE TAYLOR, individually and the
)
conmmnity property comprised thereof;
)
BRYAN FREEMAN, a single person; JOLEE )
)
DUCLOS, a single person; CROP USA
INSURANCE AGENCY, INC., an Idaho
)
COlporation; and JAMES BECK and
)
CORRJNE BECK, individually and the
)
community property comprised thereof,
)
)
Defendants.
)
)

Case No. CV-07-00208
EMERGENCY MOTION TO SHORTEN
TIME FOR HEARING ON MOTION
FOR STAY OF PROCEEDINGS

AIA SERVICES CORPORATION, an Idaho )
corporation; and AIA INSURANCE, INC., an )
)

EMERGENCY MOTION TO SHORTEN TIME FOR
HEARING ON MOTION FOR STAY OF PROCEEDINGS - 1

2. 77240D05.0006.1251594.1

naWl.ey Troxell
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)
)
)
)
)
)
)
)
)

Idaho corporation,
Counterclaimants,
vs.
REED J. TAYLOR, a single person,
Counterdefendant.

COlY.!ES NOW the Defendants AIA Services Corporation, and AIA Insurance, Inc., by
and through their undersigned attorney of record, and hereby move this Court for an order
shortening the time for hearing the Defendants' Motion for Stay of Proceedings for July 24, 2008
at 10:00 a.m. or such other time as the Court may deem reasonable. TIllS Motion is made for the
reason that Defendants' Motion for Stay of Proceeding needs to be heard on an expedited basis

in order to preserve the rights ofthe Defendant Corporation in the present litigation and to pursue
its lights and protect its interests under Idaho Code § 30-1-741 et seq.
DATED THIS 23rd day of July, 2008 .

1MWLEY TROXELL ENNIS & HAWLEY LLP

~
By

a--

,;}/

.

Gary D. Baboitt, ISB No. 1486
Attorneys for AIA Services Corporation,
AIA Insurance, hlC., and CropUSA

EMERGENCY MOTION TO SHORTEN TIIvIE FOR
HEARING ON MOTION FOR STAY OF PROCEEDINGS - 2

.
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CERTIFICATE OF SERVICE
I HEREBY CERTIFY that on this .z3:1ay of July, 2008, I caused to be served a 111le
copy ofthe foregoing EMERGENCY MOTION TO SHORTEN Tnvrn FOR HEARING ON
MOTION FOR STAY OF PROCEEDINGS by the method indicated below, and addressed to
each of the following:
Roderick C. Bond
Ned A. Carmon
Smith, Carmon & Bond PLLC
508 Eighth Street
Lewiston, ID 83501
[Attomeys for Plaintiff]

_ _ U.S. Mail, Postage Prepaid
Hand Delivered
_ _ Overnight Mail
_ _ Telecopy
V Email

Michael S. Bissell
Campbell, Bissell & Kirby, PLLC
416 Symons Buildlllg
7 South Howard Street
Spokane, WA 99201
[Attorneys for Plaintiff]

_ _ U.S. Mail, Postage Prepaid
Hand Delivered
_ _ Ovemight Mail

David A. Gittins
Law Office of David A. Gittins
P.O. Box 191
Clarkston, W A 99403
[Attomey for Defendants Duclos and Freeman]

_ _ U.S. Mail, Postage Prepaid
Hand Delivered
_ _ Overnight Mail
_ _ Telecopy

Michael E. McNichols
Clements Brown & McNichols
321 13th Street
Lewiston, ID 83501
[Attorneys for Defendant R Jo1m TaylOT]

_ _ U.S. Mail, Postage Prepaid
Hand Delivered
_ _ Overnight Mail
_ _ Telecopy

Jonathan D. Hally
Clark & Feeney
P.O. Box 285
Lewiston, ID 83501
[Attorneys for Defendants Connie Taylor, James Beck
and Corrine Beck]

_ _ U.S. Mail, Postage Prepaid
Hand Delivered
_ _ Ovemight Mail
_ _ Telecopy
//Email

~Email

~Email

~Emai1

EMERGENCY MOTION TO SHORTEN Tllv1E FOR
HEARING ON MOTION FOR STAY OF PROCEEDINGS - 3

2..77'-/
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tlawley Troxell
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James J. Gatziolis
Charles E. Harper
QUARLES & BRADY LLP
500 West Madison Street, Suite 3700
Chicago, Illinois 60661-2511
[Attorneys for Crop USA Insurance]
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_ _ U.S. Mail, Postage Prepaid
Hand Delivered
_ _ Overnight Mail

L~eleCOpy
Email

()
"---=
Gary D ."B"ii"6bitt

0-

. EMERGENCY MOTION TO SHORTEN TIME FOR
HEARlliG ON MOTION FOR STAY OF PROCEEDINGS - 4
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FILED
2n r.VL 1.3 An 't 19
Gary D. Babbitt, ISB No. 1486
D. Jobn Ashby, ISB No . 7228
HAWLEY TROXELL ENNIS & HAWLEY LLP
877 Main Street, Suite 1000
P.O. Box 1617
Boise, ID 83701-1617
Telephone: (208) 344-6000
Facsimile: (208) 342-3829
Email: gdb@bteh.com
j ash@hteh.com
Attomeys for AIA Services Corporation,
AIA Insurance, Inc. , and CropUSA
W THE DISTRICT COURT OF THE SECOND nmICIAL DISTRlCT
OF THE STATE OF IDAHO, IN AND FOR THE COUNTY OF NEZ PERCE
REED J. TAYLOR, a single person,

)
)
Plaintiff,
)
vs.
)
)
AIA SERVICES CORPORATION, an Idaho )
)
corporation; AIA INSURANCE, INC., an
)
Idaho corporation; R. JOHN TAYLOR and
)
CONNIE TAYLOR, individually and the
community property comprised thereof;
)
BRYAN FREEMAN, a single person; JOLEE )
)
DUCLOS, a single person; CROP USA
INSURANCE AGENCY, INC., an Idaho
)
Corporation; and JAMES BECK and
)
COR.RJNE BECK, individually and the
)
community property complised thereof,
)
)
Defendants.
)

Case No . CV-07-00208
AFFIDAVIT OF GARY D. BABBITT IN'
SUPPORT OF MOTION FOR STAY OF
PROCEEDINGS

)
----------------------------~)

AlA SERVICES CORPORATION, an Idaho )
corporation; and AlA WSURANCE, WC., an )
)

AFFIDAVIT OF GARY D. BABBITT IN SUPPORT OF
MOTION FOR STAY OF PROCEEDWGS - 1

277(,
40005.0006.125 1537.2

08 5:20

nct,W.ley TrOX8.L.L

Idaho cOlvoration,
COlli"'1terclaimants,
vs.
REED J. TAYLOR, a single person,
Cotmterdefendant.
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)
)
)
)
)
)
)
)

GARY D. BABBITT, being first du1y sworn upon oath, deposes and says:
1.

Tbis afiidavit is based upon my personallmowledge.

2.

I am counsel for AIA Services COlporation and AlA Insurance, Inc. ill the

defense of the allegations made by the Plaintiff Reed Taylor in Case No. CV-07-00208 pending
in the Second Judicial District, County of Nez Perce ("Lawsuit").
3.

During the course oftIle litigation, Roderick C. Bond, counsel for

Plaintiff, has made allegations that affiant and bis firm have a conflict of interest in representing
the Defendants. The allegations of conflict of interest by Rodelick C. Bond have been
conclusory and without factual foundation, and have been carefully considered and rejected by
the filTIl.
4.

The Plaintiff has most recently implemented a plan to force the

withdrawal or disqualification of all defense counsel from the case, thus prejudicing and
depriving the Defendant Corporations ofthe benefit ofa defense and advice of their chosen
counsel who have represented the Defendant Corporations for almost a year and a half of
litigation involving countless discovery issues and motions.
5.

In c01111ection with the filing of Reed Taylor's motion to dissolve

preliminary injunction, Mr. Michael Bissell of Campbell Bissell & Kirby, PLLC, sent a letter to

AFFIDA VIT OF GARY D. BABBITT IN SUPPORT OF
MOTION FOR STAY OF PROCEED:JNGS - 2

2.777
40005.0006.1251537.2
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affiant requesting the transfer of con1rol of AIA Insurance, Inc. to Reed Taylor and alleging in a
conclusory manner:
From my review of the file, it appears that Hawley Troxell
has been at best negligent, and at worst complicit, in failing
to protect the interests of AINs major creditor (Reed) and
priority shareholder (Donna Taylor). These failures include
but are not limited to, assisting J oIm Taylor in raiding
AIA's coffers and using AIA's credit to the benefit of
CropUSA and to the detriment of Reed and Donna
Taylor....
See Exh. A.

6.

On Jlme 30, 2008, affiant responded to Mr. Bissell stating that there are

settlement negotiations undelway between Roderick Bond and Jim Gatziolis regarding the
Defendant Corporations, that Reed Taylor's control of AlA Insurance mayor may not occur, and
that this finn will continue to handle its files according to "fum policies, procedures and
plivileges owing to our clients." Affiant further advised Mr. Bissell that tIns finn owes no duty
to protect the interests of Reed Taylor or D0l1l1a Taylor who at the present time do not own or
control AIA Insurance and who are being vigorously represented by Bissell and Bond. Affiant
also categorically rejected IvIr. Bissell's allegations of raiding the Defendant COTporatiol1s'
coffers:
We also dispute your disturbing and unsubstantiated
assertion that Hawley Troxell assisted John Taylor in
allegedly "single raiding AIA's coffers and using AlA's
credit to the benefit ofCropUSA." In view of the
seriousness of such allegations, we insist that you identify
each transaction that you charactelize as such and state the
facts supporting your contention that Hawley Troxell was
negligent or complicit.
See Exh. B.
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On July 17, 2008, in response to a request for Reed Taylor's deposition

and Donna Taylor's deposition, Rodelick C. Bond responded:
Mike Bissell's fum will be filing suit against you, John
Ashby, Dick Riley and Hawley Troxell in the coming days
for aiding and abetting in violations of the various rules of
professional conduct, among other claims. Reed intends to
also forward the copies of the complaint to the bar
association. In light of these pending events, please advise
me if your fum intends to remain as counsel in this case.
Sorry to be so direct, but it does not malce sense for me to
set up deposition when you probably will not be involved
much longer.
See Exh. C. IvIL Bond then ended his email by stating that he will be "one of the star witnesses

against your firm."
8.

On July 21,2008, affiant responded to Roderick C. Bond and denied his

allegations ofviolatiol1s of professional. Affiant also asked Mr. Bond to specifically identify the
facts relating to the alleged "aiding and abetting" in order that we lllay make an informed
decision regarding such allegations:
The allegations made by you and MI". Bissell are
demeaning and potentially defamatory. I now ask you to
identify, without hyperbole, the specific facts which you
and Reed Taylor allege to support your allegations of
lI aiding and abettingll so that we can make an informed
decision whether, as you suggest, Hawley Troxell should
withdraw as cOlllsel for the corporate defendants in this
case ill order to avoid the thTeatened suit and bar complaint.
See Exh. D attached.

9.

Late on July 21,2008, Mr. Bissen served on Hawley Troxell Emus

& Hawley LLP and the Board of Directors of AIA Services Corporation and AlA Insurance,

Inc., as well as Mr. Gatziolis of Quarles & Brady, Mike McNichols of Clements Brown
& McNichols and other defense counsel, a "Demand of Donna Taylor and Reed Taylor pursuant
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to Idaho Code 30-1-742". I\1r. Bissen claims in the July 21 letter that the law :£inns of Hawley
Troxell Ennis & Hawley LLP, Clements Brown & McNichols, and Quarles & Brady, along with
the responsible attorneys, have violated "applicable rules of professional conduct, malpractice,
breach of fiduciary duties, and aiding and abetting including without limitation, all acts related to
or the following claims andlor causes of action .... 11 Mr. Bissell's letter of July 21 is rife \vith
conclusory allegations, lIDsupported by any facts and failing to identify specific actions or
transactions allegedly taken or "aided and abetted" by defense counsel. Mr. Bissell then
demanded:
Based upon the wrongful acts (and other reasonably
contemplated from the above acts and other acts known
only to insiders at AIA Services andlor AIA Insurance),
demand is made upon you to initiate legal action against the
above-referenced law finns and lawyers to recover
applicable damages and require a disgorgement of all
attomeysl fees and costs paid to them, including, without
limitation, for all inappropriate transactions in the litigation
involving Reed and/or Donna. Based upon the fOTegoing,
demand is also made for action against R. Joh11 Taylor,
Michael Cashman, James Beck, Connie Taylor, CropUSA
and all other responsible parties for the recovery of
damages and the disgorgement of all compensation and
attorneys' fees paid to or on theil' behalf.
See Exhibit E attached.

10.

Mr. Bissell ends with a note that, unless he is advised of AlA Services,

Inc. 's and ALA Insurance, Inc.ls intentions as soon as possible, he 'Yill conS1Tue the failure to
respond or to immediately take action as a rejection of the demands made in his letter. Further,
Mr. Bissell pm-ports to reserve the right to talce immediate action on behalf of the two
corporations "due to exigent circumstances".
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Mr. Bissell's demand is a precondition to filing a shaJ.'eholder derivative

action Ullder P ali 7 of Chapter 1 of the Idaho Business Corporation Act. Idaho Code §§ 3 O~ 1101, ~ 740 et seq. To give the COIporations time to investigate the allegations and to decide
whether the demaJlded action is in their best interests, Idaho Code Section 30-1~ 742 provides that
a shareholder derivative action generally cannot be filed lmti190 days after the demand is served,
As noted in paragraph 10, however, Mr. Bissell apparently intends to short-circuit the statutory
procedure and immediately file all action on behalf of the tvvo corporations without according the
Defendant Corporations the statutory 90 day opportunity to consider his demaJlds "due to exigent
circumstances" .
12.

The statutOly procedures under the Idaho Business Corporation Act

invoked by Reed Taylor and Donna Taylor through the auspices ofMr. Bissell contemplate that
the Corporations' boards of directors shall have adequate time to conduct a good faith inquiry to
determine whether to initiate the demanded action or reject the demand based on the conclusion
that the demanded action is not in the Corporations' best interests. Idaho Code Section 30-1744. That statute details the requirements for either independent diJ.-ectors or a panel of one or
more independent persons appointed by the cOUli to undertake a good faith inquiry into the
alleged malfeasance by defense counsel and to determine whether maintenance of the demanded
action is in the best interests of the Defendant Corporations,
13.

The pUll)ose and effect of the Demand by Donna Taylor and Reed Taylor

pursuant to Idallo Code § 30-1-742, crafted by 1\11'. Bissell and Mr. Bond, is to deprive the
Defendant Corporations of their chosen defense counsel and the ability to defend themselves.
Fmiher, if present counsel are forced to withdraw because of the unsubstantiated allegations in
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the Demand, any replacement counsel would be subject to the same tactic of at1acking defense
counsel's handling oftlle defense of this case.
14.

The allegations of defense counsel improplieties by l'v1i'. Bissell and

Mr. Bond through demand of Donna Taylor and Reed Taylor pursuant to Idaho Code § 30-1-742
potentially compromise the ability of Hawley Troxell Ennis & Hawley LLP to continue the
defense of the Defendant Corporations in this suit, constitute an attempt to create a conflict of
interest between the Defendant Corporations and their chosen defense counsel and to force
withdrawal of defense counsel based on unsubstantiated allegations, including allegations that
defense counsel have aided and abetted the defendants in transactions that are the subject oftrus
action and as to which no determination in plaintiff s favor has been reached.
15.

Based on the demand of Reed Taylor and Donna Taylor on July 21, the

Defendant Corporations require at least ninety days in which to review the demand unless
otherwise extended by the Court for completion of a good faith inquiry pursuant to IC. § 30-1743. This matter should be stayed for a period of 90 days, or such additional time period that is
required for the Defendant Corporations to malce a good faith inquiry into the allegations raised
in the demand for legal action agalllst Hawley Troxell and other defense counsel and to
determine whether the demanded action is in the best interests of the Defendant Corporations.
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Further your affiant sayeth naught.

STATE OF IDAHO
COlUIty of Ada

)
) ss.
)

SUBSCRIBED AND SWORN to before me tbis

23 day of July, 2008.

y u .c joJ;Idaho
Residing a
~ )«My commission expires
'")...../
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CERTIFICATE OF SERVICE
I HEREBY CERTIFY that on thisz,3day of July, 2008, I caused to be served a tTue
copy ofthe foregoi11g AFFIDAVIT OF GARY D, BABBITT W SUPPORT OF MOTION FOR
STAY OF PROCEEDINGS by the method indicated below, and addressed to each ofthe
following:
Roderick C. Bond

/N'e<f/A. Cannon

Smith, Cannon & Bond PLLC
508 Eighth Street
Lewiston, ID 83501
[Attorneys for Plaintiff]

_ _ U.S. Mail, Postage Prepaid
Hand Delivered
_ _ Overnight Mail
_ _ Telecopy
V Email

Michael S. Bissell
Campbell, Bissell & Kirby, PLLC
416 Symons Building
7 South Howard Street
Spokane, W A 99201
[Attorneys for Plaintiff]

_ _ U.S. Mail, Postage Prepaid
Hand Delivered
_ _ Overnight Mail
VEmail

David A. Gittins
Law Office of David A. Gittins
P.O. Box 191
Clarkston, W A 99403
[Attorney for Defendants Duclos and Freeman]

_ _ U.S. Mail, Postage Prepaid
Har1d Delivered
_ _ Ovemight Mail
_ _ Telecopy
-LEmail

Michael E. McNichols
Clements Brown & McNichols
321 13th Street
Lewiston, ID 83501
(Attorneys for Defendant R. John Taylor]

_ _ US. Mail, Postage Prepaid
Har1d Delivered
_ _ Overnight Mail
_ _ Telecopy
V Email

Jonathan D. Hally
Clark & Feeney
P.O. Box 285
Lewiston, ID 83501
[Attomeys for Defendants Corotie Taylor, Jarnes Beck
and CorriJJe Beck]

_ _ US. Mail, Postage Prepaid
Hand Delivered
_ _ Oventight Mail
_ _ Telecopy
~mail
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_ _ U.S. Mail, Postage Prepaid
Hand Delivered
_ _ Overnight Mail
_ _ Telecopy

James J. Gatziolis
Charles E. Harper
QUARLES & BRADY LLP
500 West Madison Street, Suite 3700
Chicago, illinois 60661-2511
[Attorneys for Crop USA InsmanceJ

~Email

Gary D. Babbi
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Bissell & I<:irby,PLLC

Acrorneys & Counselors at: law

Michael S. Bissell • Licensed in WA, ID & AK
Richard D. Campbell • Licensed in \VA, ID & MT
PatrickJ. lGl'by " Licensed in WA & 10

June 26, 2008

Gary D. Babbitt
Hawley Troxell E1.1llis & Hawley. LLP
877 Main Street, Suite 1000
P.O .. Box 1617
Boise, ill 83701·1617

Rc:

ReedJ. Taylorv. AlA Services Corporation, et aI.

Dear .MI'. Babbitt:
Enclosed here'with is Reed Taylor's Motion To Dissolve Preliminary Injunction
and Motion I"D! An Order Requbing Defendants To Relinquish Possession Of AlA
Insmance To Reed Taylor. Please let me lmow :if your client is open to a stipulation or
agreement of some SDIt wbich would tum over control'of AlA InsUIance to Reed without
me necessity of a hearing.. As you are aWcu'e, Reed acquired control by virtue of
Anlended Stock Pledge Agreement when AIA Services defaulted on its Promissory Note.
Unfortunately, AIA Services unreasonably refused to honor that Agreement and the
parties expended substantial sums vindicating Reed's rights., I do not want either pmty to
needlessly inour any additional fees and costs, so I would appreciate YOUI' cooperation in
formally u'ansferring control of AIA Insurance to Reed. Please contact me to tliscuss,
Be advised that immediately upon Reed gaining control of AlA Insurance, Smith,
Cannon & Bond, and Campbell, Bissell & Kirby, w.ill substitute for Hawley Troxell as
counsel for AlA Insurllllce, Thereafter I "will want to review your files pertaini.ng to AIA,
.so please ensure that as of your receipt of this letter Hawley Troxell preserves all related
documents, including, but not limited to, electronic documents, attorney notes, memos,
case evaluations, etc,. In the meantime, please ensure you are protecting Reed and
DODDa's interests.
Fmro my review of the file, it appe81'S that Hawley Troxell has been at best
negligent, and at worst complidt, in failing to protect the interests of AIA's major
creditor (Reed) and priority sbareholder (Donna Taylor). These failures include, but are
not limited to, assisting John Taylor in raiding AlA's coffers and using AIA's credit to
benefit of' CropUSA and to the detriment of Reed aIld Donna Taylor.. Wherefore, I
further demand that ~-Iawley Troxell preserve inviolate all records pertaining to AIA

me

509·455-7100 r Fax 509.-455·71 J J • vAvwcblclawyers.com
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Gary D., Babbitt
June 26, 2008
Page - 2
Services, John TayloI~ CropUSA, and past and present directors of AlA (Services and
Insurance), as those records will JiJcely be Televant to present and subsequent litigation.
Very truly yours,

C.A11PBELL,

....................J., PLLC

MSB:mah
Enclosures
Reed J. TaylO1
co:
Roderick Bond
David A Gittins
Michael E. McNichoIs
Jonathan D" Hally
James J. Gatziolis
Data1315'iBubbi1!06250B.duc
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877 Main Street, Suite 1000

P.O. Box 1617

ATTORNEYS AT 11.1'1

Boise, Idailo 8370i -1617
(208) 344-6000 Fax (208) 342-3829
www.hteh.com

GARY D . BABBITT
ADMITTED TO PRACrlCE LAW IN IDAHO AND OREGON
EMAlL: GDB@HTEH,COM
DIRECT DIAL: (208) 388-4820

Tune 30, 2008

Michael S . Bissell
Campbell, Bissell & Kirby, PLLC
416 Symons Building
7 South Howard Street
Spokane, WA 99201
Re:

Taylor v. AM Services, e't al

Dear Mr. Bissell:
This letter is in Tesponse to yOUI' cOIrespondence of .hme 26, 2008 attached to an email
from lvIr.. Rod Bond.

In yOUI' letter you ask for my coopetation in "formally transfening control of AlA
Insurance to Reed". Such a decision rests entil-e1y 'with the Board of Directors ofAIA Selvices .
I am not at liberty to discuss tills issue with YOll. In any event, there axe settlement discussions
pending which address that jssue between Rod Bond and James Gatziolis of willch you are
aware ..
In the second paragraph of yOUI' letter you state that, upon Reed Taylor gaining coniml of
A..IP~ Insurance, you and Nfr. Bond will substitute for Hawley Troxell as c01IDsel for AlA
Insurance and 'will "want to review" our files relating to AIA.. The acquisition of control of AlA

Insurance by Reed Taylor mayor may not ever' occur.. TIns fum will continue to handle and
pmtect its .files acco'I'ding to OUI' fum policies, procedures and privileges owing to our clients. ill;
counsel to AIA Insurance in this case, tlris fum owes no duty to prutect the 'interests of Reed or
Donna Taylor, who at the present time do not oWIi or control AIA Insurance and who are being
vigorously represented by you andJ:vfr. Bond

In paragraph four of yOUI'

letter~

you state that ''Hawley Troxell has been at best
negligent, and at worst complicit, :in failing to protect the :interests of AIA's major cteditor'
(Reed) and priority shareholder (DoDlJ.fi Taylor)." As stated above, we deny that this firm has
any duty to Reed Taylor or Donna Taylo1'. Regardless whether Reed Taylo!' ultimately obtains
owneIship and control6fAIA Insurance, he is not a creditor of that entity; and Donna Taylor is
likewise not a shareholder of.AlA Insur·ance. Reed Taylor and Donna Taylor are not our clients .
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Michael S. Bissell
June 30,2008
Page 2

vVe also dispute your disturbing and unsu.bstantiated assertion that Hawley TIDxeIl
ass.isted John TayloI'll allegedly "raiding AIA's coffers and using AIA's credit to the benefi-t of
CropUSA".. In view of the seriousness of such allegations, we insist that you identify each
transaction that you characterize as such and state the facts supporting yOUI' contention that
Hawley Troxell was negligent or complicit.
Very truly yoms,

HAWLEY TROXELL ENNIS & HAWLEY LLP

(

"~~'-'-~

.. ~- --.----..~
/.
~

M

~~
.

'-

Gary D .. Babbitt
GDB/mag
cc: counsel of record
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Gary Babbitt
From:

Roderick C. Bond [rod@scblegal.com]

Sent:

Thursday, JUly 17, 2008 4:38 PM

To:

Gary Babbitl~ mbisseIl@cbklawyers.com; charper@quarles.com; Jacl< R. Little

Cc:

Michael McNichols; Jon; David A. Gittins; Gatziolis, James J ; John Ashby; rj1@lewistondsl.com

SUbject: RE: Deposition Availability Dates for Reed Taylor and Donna Taylor

Hi Gary:

I appreciate your desire to depose Reed and Donna. I too have depositions to schedule that have been delayed
because of the tragedy at the Taylor famlly and in hopes that the parties wlH settle However, it appears that this
case will not be resolved.

Mf!<e Bissell's firm wiH be filing suit against you, John Ashby, Dick Riley and Hawley Troxefl in the coming days for
aiding and abetting and violations of various rules of professional conduct, among other claims. Reed intends to
also forward copies of the Complaint to the bar association. In light of these pending events, please advise me IT
your firm intends to remain as counsel on this case Sorry to be so direct, but it does not make sense for me to
set up depositions when you will probably not be involved much longer.
The above being said, we will oppose any continuance as J have repeatedly advised an of the attorneys In this
case of the aiding and abetting and ongoing violations of rules of ethics. The problems have been recently further
compounded by your actions in directing Jon Hally to file a motion that has no merit, inappropriafe[y pledging
assets io Crop USA, and refusal to peacefuHy hand over AlA Insurance to Reed, among the various other acts. I
recall sending you a dear and concise letier when you first appeared in this case, which you ignored. I can't
recall the number of phone calls and emails, but they are countless. That being said, I really don't savor the idea
of being one of the star witnesses against your firm, but you can't say that I didn't warn you ..
Thanks.
Rod
---'-~'--'-----

From: Gary Babbitt [maflto:GDB@hteh"com]
Sent~ Thursday, July 17, 20082:43 PM
To: Roderick C. Bond; mbissell@cbklawyers.com
Cc: Michael McNichols; Jon~ David A. Gittins; Gatziolis, James J.i John AshbYi John Taylor
Subject: Deposition Availability Dates for Reed Taylor and Donna Taylor
Dear Rod,

I would appreciate a list of available dates for Reed Taylor's deposition. I would need three (3) days initially to
cover preliminary material. Alsor I would like to notice up Donna's DepOSition for July 31 at the same time that
Mike has scheduled her deposition

I

as I have some questions.

Thankyou, gary
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HAWLEY TROXELL
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877 Main Street, Suite 1000
p.o. Box 1617
Boise, idaho 83701-1617
(208) 344-6000 Fax (208) 342-3829

ENNIS &HAvVLEYm
ATfORNEYS1I.T LAW

www. hteh.com
GARY D. BABBITT
ADMITTED TO PRACTICE !.AW IN IDAHO
EMAIL: GDB@HTEH.COM
DIRECT DIAL:

208-388-4820

July 21, 2008

Roderiok C Bond
Ned. A. Cannon
Smith, Cannon & Bond PLLC
508 Eighth Street
Lewiston, Idaho 83501
Re:

Reed J. Taylor v. AlA

Dear Rod:
Your email ofJuly17,2008,whichisincludedwiththisletter, deserves comment. In
your email, you advise that Mr Bissell will sh01tly be filing suit against Hawley Troxell Ennis &
Hawley and certain of our lawyers for "aiding and abetting" and "violation of various rules of
professional conduct" and that the complaint will be furnished to the Idaho State Bar
Association ..
W11ile yOUI' allegations of violation of professional ethics rules are not new, I have never
"ignored" your allegations but rather have always expressly disagreed with them. To date you
have not provided any facts showing violations ofprofessional ethics by me or any lawyer in this
fum in the case. From the inception of this case, HTEHhas carefully considered the applicable
mles of professional conduct and determined that our representation of the corporate defendants
has been properly undertaken and that the rights of the corporations against the other defendants
have been properly preserved. We suggest that you and lVIl'. Bissell take a hard look your own
responsibilities under the Idaho Rules of Professional Conduct, Rule 11 of the Idaho Rilles of
Civil Procedure and Idaho judicial decisions on abuse of process in connection with the
threatened suit.
As you know, M1'. Bissell previously wrote to advise us of his view that Hawley Troxell
violated a duty to Reed Taylor and to Donna Taylor by allegedly "assisting John Taylor in
raiding AIA's coffers and using AIA's credit to the benefit of CropUSA and to the detriment of
Reed and DOIDm Taylor" In response, we denied any duty to Reed Taylor or Donna Taylor,
who are not our clients. FUIther, we asked Mr. Bissell to identify each transaction that be
characterized as such and the facts supporting the allegation the Hawley TlDxell has been.
negligent or complicit. :MI'. Bissell's letter and our response are attached. Mr. Bissell has not
responded.

..
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RodeIick C, Bond
Ned A. Cannon
July 21,2008
PageZ

The allegations made by you and MI'. Bissell are demeaning and potentially defamatory..

I now ask you to identify, without hyperbole, the specific facts which you and Reed TayloI
allege to support your allegations of "aiding and abetting" so that we can make an informed
decisiol1 whether, as you suggest, Hawley Troxell should withdraw as counsel for the corporate
defendants in this case in order to avoid the tlu'eatened suit and bar complaint
As I understand your email, you are refbsing to provide available dates for Reed IaylO1"s

deposition, because your co-counsel will be filing a complaint against this fum and me for
"ethical violations" and "aiding and abetting". As indicated above, we are aware of no facts 01'
circumstances that would require Hawley Troxell to withdraw nom representing the corporate
defendants in this case. Absent concrete responses from you or}\..fr' Bissell substantiating your
allegations concerning the firm, we intend to proceed with depositions of Reed Taylor and
Donna Taylor I am enclosing notices of deposition for Reed Taylor and Donna Taylor

Sincerely,
HAWlEY TROXELL ENNIS & HAWlEY LLP

~L,£). 6~~
Gary D . Babbitt
GDB/mag

cc; Michael S~ Bissell
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Campbell, Bissell & KiJlfbYJ PLLC
Ar.tornEYs & Counselors ar Law

Michael S. BisselL • Licensed in WA, ID & AK
Richard D. Campbell • Licensed in WA, 10 & MY
Patrick]. Kirby • Licef1sed in WA & 10

July 21,2008
Via Certified Mail. and
Regular Mail
Board of Directors
AIA Services Corporation, Inc. and AlA Insurance, Inc.
111 Main Street
Lewiston, ID 83501

Re:

Demand of Donna Taylor amI Reed TaylorPnr5uantto Idaho Code 30-1-742

Dear Board Members 'of AIA Services Corporation and AlA Insurance Inc.:
As you know, this fum represents Donna J. Taylor (''Donna''), the Series A Preferred
Shareholder in AIA Services Corporation ('<AlA Services"). and Reed Taylor ("Reed"), the
pledgee of AlA Insurance, Inc. ("AIA Insurance") and creditor of AlA Services who is owed
over $8.5 :Million.
.

.

Donna and Reed hereby malee. demand upon the Board ofDirectors·nf AlA Services and
AlA Insurance pursuant to Idaho Code 30-1-742 to take the action described herein.
Specifically, demand is made that said entities l.nlmediately ta1ce action against the law fums of
Hawley Troxell Ennis & Hawley; Clements, Bw-wn & McNichols; Quarles & Brady; together
willi the responsible attorneys of said fums (and any other firms which have VlIongfully
represented the entities) for violating applicable Rules of Professional Conduct, malpractice,
breach of fiduciary duties, and aiding and abetting, including, without limitation,' all acts related
to or involving fue following claims audiOT causes of action:
1. Wrongfully simultaneously representing Crop USA Insurance Agency, Inc.
("Crop USA") and AIA Services and AJA Insurance, while Imowing these entities
had divergent interests;

2. Taking action against the best interests of AlA Services andi or .AlA Insurance;
3. Assisting in the commission offraud andior illegal activities;
4. Wrongfully allo\¥illg interested directors and other interested parties to direct
litigation in light of substantial claims against them;
5. Issuing inappropriate OpiniOll letters to lenders and auditors;
6. Failing to recover moneys andlor stock in Crop USA;
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7. Preventing claims from being made against present and past directors, including,
without limitation, R. John Taylor, Michael Cashm~ James Beck and Connie
Taylor;
8. Failing to truce action against Crop USA to recover funds owed;
9. Failing to talce action against responsible present and past directors for violating
the corporate opportunity doctrine by permitting Crop USA to become a separate
company from AIA;
10. Failing to take action against interested directors and parties who took part in
fraud, conspiracy and other illegal activities, including, -without limitation., R.
John Taylor, James Beck, Michael Cashman and Connie Taylor;
11. Breaching fiduciary duties (including the duty of loyalty) owed to AIA Services
and AIA Insurance;
12. Aiding and abetting R. John Taylor, James Beck, .Michael Cashman, Connie
Taylor, Crop USA, and other .interested parties who participated in ilie
misappropriation of assets, opportunities, Bl1d funds of AIA Services and AIA
Insurance (including the $1.5 Million wrongfully transferred from AIA Insurance
to Crop USA);
13. Not ensuring that separate counsel was retained for AIA Services;

14. Not ensuring that separate counsel was retained for .AlA Insurance knowing that it
was pledged to Reed;

15. Assisting in illega110an guarantees by AIA Services andlor AIA Insurance;
16. Wrongfully entering into a Joint Defense Agreement knowing that such an
agreement was inappropriate in light of the significant claims AlA Services and
AIA Insurance have against interested individuals and Crop USA;
17. Wrongfully obtaining shareholder consent to pay the attorneys' fees of past and
present directors of AIA Services and AIA Inslll'ance without full disclosure or
obtaining votes only :fi.-om disinterested sl1areholders;
18. Permitting lvuchae1 McNichols and Clements, Brown & McNichols to remain as
counsel for R. John Taylor in violation of their duty of loyalty to AIA Services
and AJA Insurance;
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19. Assisting in pledging the assets of ALL\. Services and AlA Insmance to Crop USA
for the payment of attorneys' fees and costs of interested parties and others;
20. Permitting the business and employees of AJA L"l.m:rrance and AlA Services to be
detrimentally effected by the actions of interested parties (e.g' J transferring AlA
Insm8llce's employees to Crop USA);
21. Failing to take action against R. John Taylor and Connie Taylor for the significant
breaches ofR. John Taylor's employment agreement With AlA Services;
22. Failing to comply with contractual obligations owed to Reed and Donna;
23. Failing to recover inappropriate salaries, advances, loans, benefits, and
compensation paid to R J obn Taylor, Connie Taylor, James Beck and others;
24. Assisting in, and failing to take action pertaining to, the improper allocation
expenses, labor, rent and other expenditures inappropriately utilized for the
benefit of Crop USA.
25. Accepting payments of attorneys' fees in violation of the Rules of Professional
Conduct;
26_ Representing AIA Services and/or AlA Insmance in making inappropriate
arguments (including alleged illegality of the debt to Reed) knowing that such
arguments were counter to AlA Services' obligations to Reed and Donna and
IGlowing that Richard Riley was a witness who provided a legal opinion counter
to such arguments; and
27. Accepting payment of attorneys' fees and costs which shoUld have been allocated
to other pm-ties, including, without limitation, fees and costs that should have been
paid by Crop USA, R. John Taylor, James Beck, Michael Cashman and Connie
Taylor_
Based upon the above vvrongful acts (and others reasonably contemplated from the above
acts and other acts IGlown only to insiders at AIA Services andlor AIA Insurance), demand is
made upon you to IDitiate legal action agamst the above-referenced law £inns and lawyers to
recover all applicabJe damages and to require a disgorgement of all attorneys' fees and costs paid
to them, including, without limitation,. for all inappropriate transactions and the litigation
involv.ing Reed audior Donna. Based upon the foregoing demand is also made for action against
R. John Taylor, Michael Casbman, James Beck, Connie Taylor, Crop USA and all other
responsible parties for the recovery of damages and the disgorgement of all compensation and
. attorneys' fees and costs paid to or on their behalf
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Please note that I have sent a copy of this notice to present counsel for AlA Services and
AIA Insurance, and 1rust that mey Vi-rill ensure copies of this Notice are provided to all board
members and shareholders. I would appreciate it if you WQuld let me know as soon as possible
whether AIA Services and/or AlA Insurance will be taking any of the requested action. The
failure to respond or to immediately take action shall be construed as a rejection of me demands
made by this letter.

Nofrring herein should be considered or relied upon as a waiver of Donna and Reed's
right to take immediate action on behalf of AIA Services andlor AIA Insurance due to eyjgent
circumstances.
Very truly yours,

~BISSELL&I

PLLC

MICHAEL S. BISSELL
MSB:mllh
cc; Gmy Bobbitt (via cmnil)
D. John. Ashby-(vjij email)
James GnlZiolis (vin cmwl)
Chnrles Harper (vin emuil)
Micho~l McNichols (vin emoil)
Dllyjd Gittins (vil! email)
Jon Hally (vin emDil)
Roderick Bond (yin emIl i)
Reed Tnylor (yin emuil)
Donna TllyJor (Yin regulor mull)
Pllln\lJ 12\nOlic",0721 ua.doc
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RODERICK C. BOND (Pro Hac Vice)
NED A. CANNON, ISB No. 2331
SMITH, CANNON & BOND PLLC
508 Eighth Street
Lewiston, Idaho 83501
Telephone: (208) 743-9428
Fax: (208) 746-8421
MICHAEL S. BISSELL, ISB No. 5762
CAMPBELL, BISSELL & KIRBY PLLC
7 South Howard Street, Suite 416
Spokane, VVA 99201
Tel: (509) 455-7100
Fax: (509) 455-7111
Attorneys for Plaintiff Reed J. Taylor

IN THE DISTRICT COURT OF THE SECOND JUDICIAL DISTRICT OF THE
STATE OF IDAHO, IN AND FOR THE COUNTY OF NEZ PERCE
REED J. TAYLOR, a single person,
Plaintiff,

Case No.: CV-07-00208

v.
AlA SERVICES CORPORATION, an Idaho
corporation; AlA INSURANCE, INC., an Idaho
corporation; R. JOHN TA YLOR and CONNIE
TA YLOR, individually and the community
property comprised thereof; BRYAN
FREEMAN, a single person; JOLEE DUCLOS,
a single person; CROP USA INSURANCE
AGENCY, INC., an Idaho Corporation; and
JAMES BECK and CORRINE BECK,
individually and the community property
comprised thereof;

REED TAYLOR'S RESPONSE IN
OPPOSITION TO MOTION TO STAY

Defendants.
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Reed Taylor ("Reed") submits the following Response in Opposition to AlA Services and
AlA Insurance's Motion to Stay:
I. LEGAL AUTHORITY AND ARGUMENT

If a party has initiated a derivative action, I.C. 30-1-743 sets forth the limited instances in
which a derivative action may be stayed:
If the corporation commences an inquiry into the allegations made in the demand or
complaint, the court may stay any derivative proceeding for such a period as the court
deems appropriate.
I.C. 30-1-743 (emphasis added).
Here, AlA Services and AlA Insurance are inappropriately requesting a stay to this case
based upon a derivative demand made to AlA Services and AlA Insurance.

However, the

present action has no bearing on the shareholder/pledgee demand made upon the board of AlA
Services and AlA Insurance.

No derivative action has been filed against Hawley Troxell.

Moreover, any stay could only be sought in a derivative action against Hawley Troxell and I.C.
30-1-743 provides no basis to stay the present case.
AlA Services and AlA Insurance's Motion to Stay should be denied and such a motion
would only be appropriate for a complaint filed against Hawley Troxell, not the present action.
DATED: This 23 rd day of July, 2008.
SMITH, CANNON & BOND PLLC
&
RBY PLLC
CAMPBELL, BISSELL
,

erick C. Bond
Ned A. Cannon
Michael S. Bissell
Attorneys for Plaintiff Reed J. Taylor
REED TAYLOR'S RESPONSE IN
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CERTIFICATE OF SERVICE

I, Roderick C. Bond, declare that, on the date indicated below, I served a true and correct
copy of the Reed Taylor's Response in Opposition to AlA Services and AlA Insurance's Motion
to Stay on the following parties via the methods indicated below:

David A. Gittins
Law Office of David A. Gittins
P.O. Box 191
Clarkston, WA 99403
Attorney for Defendants JoLee Duclos and
Bryan Freeman

Via:

(
(
(
(

)
)
)
)

U.S. Mail, Postage Prepaid
Hand Delivered
Overnight Mail
Facsimile
eX) Email (pdf attachment)

Via:

Michael E. McNichols
Clements Brown & McNichols
321 13th Street
Lewiston, ID 83501
Attorney for R. John Taylor

( )
( )
( )
( )
(X)

U.S. Mail, Postage Prepaid
Hand Delivered
Overnight Mail
Facsimile
Email (pdf attachment)

Via:

Jonathan D. Hally
Clark & Feeney
P.O. Box 285
Lewiston, ID 83501
Attorney for Connie Taylor, James Beck and
Corrine Beck

( ) U.S. Mail, Postage Prepaid
( ) Hand Delivered
( ) Overnight Mail
( ) Facsimile
(X) Email (pdf attachment)
Via:

Gary D. Babbitt
D. John Ashby
Hawley Troxell Ennis & Hawley LLP
877 Main Street, Suite 1000
P.O. Box 1617
Boise, Idaho 83701-1617
Attorneys for AlA Services, AlA Insurance, and
Crop USA Insurance Agency

REED TAYLOR'S RESPONSE IN
OPPOSITION TO MOTION TO STAY- 3

( ) U.S. Mail, Postage Prepaid
( ) Hand Delivered
( ) Overnight Mail
( ) Facsimile
(X) Email (pdf attachment)

James 1. Gatziolis
Charles E. Harper
Quarles & Brady LLP
Citigroup Center, 500 West Madison Street
Suite 3700
Chicago, IL 60661-2511
Attorneys for Crop USA Insurance Agency

Via:
( ) U.S. Mail, Postage Prepaid
( ) Hand Delivered
( ) Overnight Mail
( ) Facsimile
(X) Email (pdf attachment)

Signed this 23 rd day of July, 2008, at Lewiston, Idaho.

Roderick C. Bo d

REED TAYLOR'S RESPONSE IN
OPPOSITION TO MOTION TO STAY- 4
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Gary D_ Babbitt, ISB No_ 1486
D. J01m Ashby, ISB No. 7228
HAWLEY TROXELL ENNIS & HAWLEY LLP
877 Main Sl1-eet, Suite 1000
P.O. Box 1617
Boise, ID 83701-1617
Telephone: (208) 344-6000
Facsimile: (208) 342-3829
Email: gdb@hteh.com
j ash@hteh.com
Attomeys for AIA Services Corporation,
AIA Insurance, Inc., and CropUSA
IN THE DISTRlCT COURT OF THE SECOND JUDICIAL DISTRlCT
OF THE STATE OF IDAHO, IN AND FOR THE COUNTY OF NEZ PERCE
REED J. TAYLOR, a single person,

)
)
Plaintiff,
)
vs.
)
)
AIA SERVICES CORPORATION, an Idaho )
corporation; AIA lNSURANCE, INC., an
)
Idaho corporation; R. JOHN TAYLOR and
)
. ..
CONNIE TAYLOR, mdlV1dually
an d the
)
community property comprised thereof;
)
BRYAN FREEMAN, a single person; JOLEE )
)
DUCLOS, a single person; CROP USA
INSURANCE AGENCY, lNC., an Idaho
)
Corporation; and JAMES BECK and
)
CORRlNE BECK, individually and the
)
conununity property complised thereof,
)
)
Defendants.
)

Case No. CV-07-00208
MEMORANDUM IN OPPOSITION TO
REED TAYLOR'S MOTION TO
DISSOLVB PRELIMmARY
lNJUNCTION AND MOTION FOR AN
ORDERREQUllUNGTHE
DEFENDANTS TO RELThTQUISH
POSSESSION OF AIA mSURANCE TO
REED TAYLOR

)
AIA SERVICES CORPORATION, an Idaho )
corporation; and AIA INSURANCE, INC., an )
MEMORANDUM IN OPPOSITION TO REED TAYLOR'S MOTION TO DISSOLVE
PRELIMlNARY INJUNCTION AND MOTION FOR AN ORDER REQUIRING THE
DEFENDANTS TO RELINQUISH POSSESSION OF AIA lNSURANCE TO REED TAYLOR
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Defendants AIA Insurance Inc. and AIA Services Corporation, by and through their
cOUllsel of record, Hawley Troxell Ennis & Hawley LLP, submit this Memorandum in
Opposition to Plaintiff Reed Taylor's Motion To Dissolve Preliminary Injunction And Motion
For An Order Requiring The Defendants To Relinquish Possession Of AIA Insurance To Reed
Taylor.
I. INTRODUCTION

Plaintiff Reed Taylor has moved the COlllt to dissolve the Preliminary Injllllction entered
on March 8, 2007. The result Reed Taylor seeks is that he be allowed to take possession of AIA
Insurance. Reed Taylor's request should be denied. It would be premature to address Reed
Taylor's request for relief prior to the detennination of pending motion for sunmlary judgment
on the issue ofthe enforceability of the illegal stock redemption agreement. Moreover, granting
the relief Reed Taylor seeks would serve only to create ilTeparable prejudice and disruption.
II. ARGUMENT
A.

The Motion Is Premature In Light Of The Pending Motion For Summary Judgment

Reed Taylor's request to be pennitted to take possession of AIA Insmance is premature
in light of the pending motion for summary judgment. Defendants Connie Taylor and James
Beck filed a motion for SUll1lllary judgment on April 16, 2008. The basis for that motion is that
MEMORANDUM IN OPPOSITION TO REED TAYLOR'S MOTION TO DISSOLVE
PRELIMINARY INJUNCTION AND MOTION FOR AN ORDER REQUIRING THE
DEFENDANTS TO RELINQUISH POSSESSION OF AIA mSURANCE TO REED TAYLOR
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AIA Services was insolvent at the time the parties entered into the 1995 Stock Redemption
Agreement, in violation of former Idaho Code § 30-1-46, which allows for the redemption of
stock only out of a corporation's "capital surplus." Thus, the 1995 Stock Redemption
Agreement is illegal and unenforceable, and Reed Taylor is precluded from obtaining any relief
in cOlmection with the Stock Redemption Agreement. See Kunz v. Lobo Lodge, Inc., 133 Idaho
608,611,990 P.2d 1219, 1222 (Ct. App. 1999) ("No principle oflaw is better settled than that a
party to an illegal contract cmmot come into a court oflaw and ask to have his illegal objects
carried out; ... the law in short will not aid either party to an illegal contract; it leaves the parties
where it finds them.").
This motion for SUllTIllary judgment was filed before Reed Taylor's motion to dissolve
the preliminary injunction. The motion for SUllTInary judgment should be heard first, both
because it was filed first and because, if granted, it is dispositive of Reed Taylor's claims. The
Idaho Supreme COUli has made clear that a Trial Court has a duty to resolve the question of a
contract's legality at any stage of the litigation:
[1]n Idaho a court may not only raise the issue of whether a
contract is illegal sua sponte ... but it has a duty to raise the issue
of illegality, whether pled or otherwise, at any stage in the
litigation.
Hyta v. Finley, 137 Idaho 755, 758, 53 P.3d 338,341 (2002) (citations omitted).

Thus, the question ofthe legality of the various stock redemption agreements raised in
the pending motion for summary judgment must be resolved before addressing Reed Taylor's
motion seeking relief under those agreement. However, counsel for Defendants Connie Taylor
and James Beck has moved to withdraw, and new cOlll1sel to represent the moving parties must
be obtained and brought up to speed on the case.
MEMORANDUM IN OPPOSITION TO REED TAYLOR'S MOTION TO DISSOLVE
PRELIMINARY INJUNCTION AND MOTION FOR AN ORDER REQUIRING THE
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In summary, Reed Taylor's request for relief from the preliminary injunction should not
be considered Ulltil resolution ofthe issues raised in the pending smnmary judgment motion.
B.

The Illegality Of The Stock Redemption Agreement Can Be Asserted By AlA Or
The Director Defendants
As set forth above, the pending summary judgment motion on the illegality issue should

be resolved before Reed Taylor's motion to dissolve the preliminary injunction is addressed.
The illegality ofthe 1995 Stock Redemption Agreement can properly be raised by any party,
including AIA, Connie Taylor or James Beck. The argument that Reed Taylor has made to the
contrary in several briefs filed with the COllli is incorrect.
1.

No Binding Precedent In Idaho Prohibits AIA Services, Connie Taylor or
James Beck From Asserting The Illegality Of The Stock Redemption
Agreement; And Idaho Supreme Court Cases Have Allowed A Corporation
To Assert TIle Illegality Of A Stock Redemption Agreement

Reed's argument that AlA Services, Connie Taylor and/or James Beck are estopped from
asserting the illegality oftlle Stock Redemption Agreement finds support only in misplaced
reliance on a statement in dicta in La Voy Supply Company v. Young, 84 Idaho 120,369 P.2d 45
(1962). There, the COUlt recited the common law lUle that "an insolvent corporation may not
repurchase its stock." Id., 84 Idaho at 127 (citing PVhite v. Lorimer's City Dye Works, 46 Idaho
490 (1928». Then, although not necessary to the conclusion of the case, the Court stated, in
passing and with no substantive legal analysis, that "[ a] corporation, itself carolOt have a stock
repurchase declared illegal, nor can creditors who are not injured have a right to complain:' Id.
TillS statement of dicta is not binding. See Shrives v. Talbot, 91 Idaho 338, 346,421 P.2d 133,
141 (1966) ("Thus this is pure dicta and cannot be relied upon as binding precedent upon the
cOUlt.").

MEMORANDUJVl: IN OPPOSITION TO REED TAYLOR'S MOTION TO DISSOLVE
PRELIMlNARY lNJUNCTION AND MOTION FOR AN ORDER REQUJRING THE
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In addition to being dicta, the statement that a corporation cannot complain about the
illegality a stock redemption is incorrect for several reasons. In making the statement, the Court
cited 6A Fletcher, CYCLOPEDIA CORPORATIONS § 2861, which notes that some courts have
reached tIus general conclusion. However, the treatise immediately follows that statement with
the fonowing conclusion more applicable to the facts of this case:
And a 110te and mortgage securing payment ofthe note by the
corporation will not be enforced at the instance of a seller of stock
who, at the time of the consummation of the agreement, received
consideration III excess ofllie corporation's surplus of assets over
liabilities including capital.
Id. (citing Naples Awning & Glass Inc. v. Cirou, 358 So 2d 211 (Fla. App. 1978), which held

that a note given in exchange for a stock at a time when the corporation did 110t have a surplus
was not enforceable against the corporation). Thus, the very same treatise cited by the La Voy
Court recognizes that a note given by the corporation in exchange for stock is unenforceable
against the corporation if the corporation did not have sufficient capital surplus to pmchase the
stock.
Moreover, two Idaho Supreme Court cases, inc1udll1g a case cited in LaVoy, have allowed
the illegahty defense to be asserted by a corporation. For example, in White v. Lorimer's City
Dye Works, 269 P. 90 (Idaho 1928), which was cited in La Voy for the proposition til at "an

llls01vent cOIporation may not repurchase its stock," shm:eholders sued the corporation to enforce
an agreement to repmchase the corporation's capital stock from certain shareholders. The Court
dismissed the action because the corporation was insolvent, concludillg that "[a] contract by a
corporation to repurchase its capital stock is not enforceable agalllst the corporation while
insolvent." Id. at 491 (emphasis added) (citing Brown v. T.B. Reed & Co., 31 Idaho 529 (1918)).
MEMORANDUM IN OPPOSITION TO REED TAYLOR'S MOTION TO DISSOLVE
PRELIM]NARY INJUNCTION AND MOTION FOR AN ORDER REQUIRING THE
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Similarly, in Brown v. TB. Reed & Co, just as Reed Taylor is doing here, a fanner
shareholder brought suit against the corporation to collect on a promissory note issued in
exchange for the repurchase of the shareholder's shares in the corporation. The corporation
counterclaimed on grounds that the transaction was void because the corporation was insolvent
at the time of the repurchase, and the corporation further sought repayment ofthe amount aheady
paid pursuant to the promissory note. The plaintiff/shareholder voluntarily dismissed his
complaint, and the uial cOlUi dismissed both the plaintiffs complaint and the corporation's
counterclaim. The Idaho Supreme Court reversed the dismissal ofthe comlterc1aim because,
assmning as u-ue the corporation's allegation in its counterclaim that "the notes were given by
plaintiff to Brown for the purchase of his stock in the appellant corporation at a time when the
latter was insolvent and that appellant had paid $1,168.95

011

the notes," the corporation had

stated a claim for retum oftlle amount aheady paid pursuant to the void repurchase agreement.
Id. at 535. Thus, contrary to the La Voy statement in dicta, the corporation was permitted to

claim the invalidity afthe repurchase agreement under the "universal" rule that "such a purchase
is void if made while the corporation is insolvent." ld.
2.

Under Idaho Law, Illegal Contracts Are Void And Unenforceable

While courts in other jurisdictions may reach diffeIing conclusions, Idaho courts have
repeatedly held that contracts in violation of a statute are void, not merely voidable at the option
of certain parties. For example, in Kunz v. Lobo Lodge, Inc., 133 Idaho 608, 611-12, 990 P.2d
1219, 1222-1223 (CL App. 1999), the Comt refused to enforce an illegal lease agreement. The
Court held that "[ c]ontracts to do acts forbidden by law are void and cannot be enforced"
because "a contract which is made for the purpose of furthering any matter or thing prohibited by
MEMORANDUM IN OPPOSITION TO REED TAYLOR'S MOTION TO DISSOLVE
PRELlMINARY INJUNCTION AND MOTION FOR AN ORDER REQUJRlli'G THE
DEFENDANTS TO RELINQUISH POSSESSION OF AlA INSURANCE TO REED TAYLOR
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statute ... is void." Id. at 611 (citations omitted; emphasis added). Notably, the COlUt did 110t
say that this mle of a contract being void applies only to certain contracts or that only certain
parties can asserts the contract's illegality. Instead the COlUt explained that the mle that illegal
contracts are void "applies to every contract which is founded on a transaction malum in se, or
which is prohibited by statute, on the ground of public policy." Id. (citations omitted). Tlus mle
has long been recognized in Idaho:
No principle oflaw is better settled than that a palty to an illegal
contract canllot come into a comt onaw and ask to have his illegal
objects canied out; ... the law in short will not aid either party to
an illegal contract; it leaves the parties where it finds them. The
generalmle is the same at law and in equity, and whether the
contract is executory or executed.
Id. (quoting Hancock v. Elldngton, 67 Idaho 542, 186 P.2d 494 (1947». See also Wheaton v.
Ramsey, 92 Idaho 33,35,436 P.2d 248,250 (1968) ("A void contract cannot be enforced, no

matter what hardslulJ it may work, or how strong the equities may appear.").
The rule was explained more recently by the Idaho Supreme Comt as follows:
The law is well settled, however, that illegal contracts are void and
cannot be enforced. Miller v. Haller, 129 Idaho 345, 351, 924 P.2d
607,613 (1996). A party to an illegal contract cannot ask the COUlt
to have Ius illegal objects carried ont, as the law will not aid either
party to an illegal agreement.
Zollinger v. Carrol, 137 Idaho 397,400,49 P.3d 402,405 (2002).
Contrary to Reed's assertion that the illegality of a contract can only be asserted by
certain parties at certain tinles, the Idaho Supreme Court has made clear that the illegality of a
contract can be raised at any time and should even be raised sua sponte by the Comt. See Hyta v.
Finley, 137 Idaho 755, 758, 53 P.3d 338, 341 (2002) ("[I]n IdallO a court may not only raise the

MEMORANDUM IN OPPOSITION TO REED TAYLOR'S MOTION TO DISSOLVB
PRELIMINARY INJUNCTION AND MOTION FOR AN ORDER REQUIRING THE
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issue ofwhetber a contract is illegal sua sponte ... but it has a duty to raise the issue of illegality,
whether pled or otherwise, at any stage i.n the litigation.").
There is similarly no melit to Reed's argument, without citation to Idaho authOlity, that
AlA Services, Connie Taylor and/or James Beck may not assert the illegality of a contract if they
initially approved of the transaction. 1 To the contrary, the Idaho Supreme Court has made clear
that

all

illegal contract is always void and unenforceable and that it cannot be made enforceable

through the doctrine of estoppel. For example, in Worlton v. Davis, 73 Idaho 217,222-23,249
P .2d 810, 814 (1952), the Court rejected the argument that a party was estopped ftom
challenging the legality of a contract where that party operated under the contract for a long
period of time. The Court explained that, if a contract is illegal, "the cOUlis will refuse to enforce
the same and wiUleave the parties in the identical situation in which it finds them, and the
contract cannot be treated as valid by invoking estoppel." The Court further explained:
The doctrines of estoppel by conduct and ratification have no
application to a contract which is void because it violates an
express mandate of the law or the dictates of public policy. Such a
contract has no legal existence for any pUl}Jose, and neither action
nor inaction of a party to it can validate it, and no conduct of a
party to it can be invoked as an estoppel against asserting its
invalidity.

Id. (citations omitted).
Finally, Reed has asserted in various briefing, without citation to Idaho authority, that the
Court should enforce the illegal Stock Redemption Agreement because the pUl}Jose ofIdaho

1 Note that neither Connie Taylor nor James Beck was a director or officer of AIA Services
Corporation at the time the stock redemption agreements were entered into. It is also worthy
of note that Reed Taylor was the majOlity controlling shareholder and a director 811d officer
of AIA Services Corporation at the time ofthe Stock Redemption Agreement.
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Code § 30-1-46 is pmpOltedly to protect innocent creditors. This argument that a contract can
only be voided by those whom a statute is intended to protect has already been rejected by the
Idaho Supreme Comt. In Wheaton v. Ramsey, 92 Idaho 33, 436 P.2d248 (1968), the plaintiff
sought to enforce a real estate broker's commission agreement that was ill violation of a statute
prohibiting one real estate broker from paying a commission to any person without a real estate
broker license. The plaintiff argued that the defendant should 110t be pennitted to asselt the
illegality of the contract between them because "licensing statutes are intended to protect the
general public from being imposed on by persons not qualified to render a professional service,"
and that "the reason for the rule denying enforceability does not exist when persons engaged in
the same profession or trade are dealing at aml's length with each other." Id. at 35.
The COUlt rejected the argument that only the individuals whom the statute was intended
to benefit could assert its illegality.2 hlstead, the com-t held that that contract was illegal, void
and mlenforceable as a matter oflaw because it was in direct violation of a statute. See id. at 36
("[I]t would be unlawful for respondent Ramsey to compensate appellant directly or indirectly
pursuant to the fee-splitting arrangement. The agreement, therefore, is unenforceable.").
Because the contract was illegal, it was void and could not be enforced under any circmnstance.

Id. at 35 ("A void contract cannot be enforced, no matter what hardship it m.ay work, or how
strong the equities may appear.") (citations omitted).

2 Even if the argument were viable under Idaho law, the hmocent shareholders of AIA Services
Corporation are entitled to the protection of the long-standing mle voiding an insolvent
corporation's redemption of stock from its majority shareholder.
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The contract in JiVheaton was void and lU1enforceable because payment of a broker's
commission would be in direct violation of a statute, despite the argument that the stahlte was
intended to protect the general public, not other real estate brokers. Similarly, the Stock
Redemption Agreement is illegal, void and unenforceable because the redemption of Reed's
stock when the corporation did not have sufficient (or any) capital surplus was in direct violation
ofIdaho Code § 30-1-46, regardless of whom the statute was intended to protect.
The mle that an illegal conh-act is void and lU1enforceable does not depend on whether
the party asserting the illegality ofthe contract is the individual the stahlte was intended to
protect. Rather, the rule is based on the policy that a comt should never enforce a contract that is
illegal. As explained in Kunz v. Lobo Lodge, Inc., 133 Idaho at 612:
[TJhe defense of illegality prevails, 110t as a protection to
defendant, but as a disability in plaintitf. ... While it may not
always seem an honorable tIling to do, yet a party to an illegal
agreement is permitted to set up the illegality as a defense.

Id. (quoting 17 C.l.S. Contracts § 272 (1963)).

3.

The Stock Redemption Agreement Was Illegal, Not Merely Ultra Vires

Finally, while there is a split in authOlities on the issue, many courts have recognized that
a corporation does have standing to assert the invalidity of an illegal stock repmchase agreement
where the contract is in violation of a specific statute rather than simply being an ultra vires act.
In doing so, the cOUIis emphasize the distinction between contracts that are illegal and void ab
initio and contracts that are merely ultra vires. For example, in Arnerican Heritage Inv. COlp. v.'

illinois Nat. Bank ofSpringfield, 386 N.E.2d 905 (IlL App. 1979), a shareholder filed suit to
enforce a stock redemption agreement and the corporation defended on grolmds that the contract
was illegal and unenforceable because the corporation did not have sufficient capital smplus to
MEMORANDUlvi IN OPPOSITION TO REED TAYLOR'S MOTION TO DISSOLVE
PRELllvfINARY INJUNCTION AND MOTION FOR AN ORDER REQUIRING THE
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rejected the shareholder's contention that the corporation, itself,

could not raise the issue of the illegality ofthe contract. The COUli explained that "the issue of
whether the corporation may raise the defense depends upon whether the questioned corporate
act is merely beyond the power of the corporation or is illegal because it is immoral, against
public policy, or expressly prohibited by statute." ld. at 908 (citing 7A Fletcher, Cyclopedia
Corporations § 3400). The Court concluded that the stock redemption agreement was illegal and
void, as opposed to merely ultra vires, because the stock redemption agreement was in violation
of a specific statute prohibiting the purchase of shares when the corporation lacks sufficient
capital surplus to do so. ld. at 910.
Similarly, in Field v. Haupert, 647 P.2d 952, 954 (Or. App. 1982), a corporation
repurchased shares in exchange for a promissory note. VVhenthe shareholder sued to enforce the
promissory note, the corporation defended on grolmds that the stock redemption agreement was
in violation of a statute that prohibited a corporation from purchasing its own stock entered into

at a time in which the corporation lacks sufficient surplus. The court explained:
There is a distinction between a corporate transaction that is illegal
(forbidden by statute) and one that is ultra vires. Corporate
transactions which aTe illegal because prohibited by statute are
void, and CalIDot support an action nor become enforceable by
performance, ratification, or estoppel.

ld. at 138. Thus, the promissOlY note executed in connection with the stock redemption
agreement was void and unenforceable. ld.
Numerous other courts have concluded that a stock redemption agreement in violation of
statutes similar to Idaho's statute is not merely ultra vires, but is illegal, void and unenforceable
at the urging of the corporation. See, e.g.} iVlcGinley v. Massey, 71 Md.App. 352, 356, 525 A.2d
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1076, 1078 (Md. App. 1987) (stock redemption agreement unenforceable when the corporation
was insolvent because "[sJuch contracts when executed by a corporation are illegal and not
merely ultra vires."); In re Trimble Co., 339 F.2d 838, 845 (3rd Cir. 1964) (stock redemption
agreement is unenforceable where made in violation of a statute because it is "not merely ultra
vires but illegal and void," and "[a]n illegal contract may be defended against and avoided by
any of the pal1ies thereto") (citations omitted); Stevens v. Boyes Hot Springs Co., 298 P. 50S, 509
(Cal. App. 1931) (explaining the "broad distinction between contracts which are voidable merely
for want of authOlity to execute them, and contracts which are illegal and void ab initio";
concluding that a promissory note given in cOTIl1ection with an illegal stock redemption
agreement is Imenforceable).
Notably, although the La Voy court stated in dicta (without explanation and contrary to
earlier Idaho Supreme Court precedent) that a corporation call1ot raise the illegality defense, the
stock redemption agreement in question in La Voy did not violate any specific statute. 111ere, the
Court was foHowing a cornmon-law rule that an insolvent corporation cannot repurchase its
stock and specifically noted that such a repurchase does not violate any statute. See La Voy, 84
Idaho at 127 ("Statutory provisions cited in the briefs, relating to general business corporations,
to wit, I.C. secs. 30-130 and 30-149, are not applicable to the circumstances of this case,
inasmuch as those statutes are designed for other specific purposes."). 111e Idaho legislature did
not enact statutes restlicting the repurchase of a cOlporation's stock until 1979. Thus, the dicta
statement in La Voy is actually consistent with the rule explained above that a stock redemption
agreement in violation of a specific statute is illegal, void and unenforceable at the urging ofthe
corporation, but that it may not be ifnot contrary to a specific statute.
MEMORANDUM IN OPPOSITION TO REED TAYLOR'S MOTION TO DISSOLVE
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In summary, Reed Taylor's repeated assertions that the illegality of the contract CaD.t"'1ot be
asserted by the corporation or the director defendants are inconect.
C.

Granting the Relief Reed Taylor Seel\:8 Would Be Prejudicial And IDisruptive
While Reed Taylor has obtained summary judgment on the issue of default, the Court

denied his request for a 54(b) certification of [mal judgment. Reed Taylor should not be
permitted to take coniTol of AlA plior to a final judgment and resolution oftms litigation,
including AlA's counterclaims and affil111ative defenses. Allowing Reed to now take control of
AIA Insurance would do nothing but cause prejudice and create confusion.
AIA recognizes that tlus Court has determined on summary judgment that AIA is in
default of the temlS of the $6 million Promissory Note. With all due respect, AIA willlilcely
appeal that conclusion upon entry of a final judgment in this matter. Indeed, in granting AIA
leave to seek an interlocutory appeal, this Court recognized that the issues resolved on sunllnary
judgment leave r00111 for "substantial grOlUlds for difference of opimon." See May 8,2008
Opinion and Order.
Allowing Reed Taylor to take control of AIA Insurance would jeopardize the viability of
AIA Insurance. From past experience, it is cleru" that Reed Taylor would terminate John Taylor
and likely all other key AIA Insurrulce employees and elect himself as the sole director and
officer of AlA Insurance. As set forth in the Affidavit of John Taylor, dated February 25,2008,

it is believed that no AlA Insura11Ce employees will be willing to work for Reed and, having been
out of the business for some time now, Reed lacks the contacts and company knowledge to
sustain the company on his own. See Jolm Taylor Aff",~'r 20-21. In short, it is likely that ALA
Insurance will not survive under the direction of Reed. Id.
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In fact, in his Reply Memorandmn in support or his previous motion to dissolve ille
preillninary injunction, dated February 27,2008, Reed Taylor threatened to simply abandon the
company:
Reed is a secured creditor owed over $8 Million. AlA Insurance is
pledged to Reed as collateral. Reed could simply close down AIA
Insurance of he elected. As a secured creditor, he can sell the
shares of AlA hlsurance, buy the shares himself at public auction
or simply keep the shares. What Reed does "vith the business is
ilTelevant.

Id. atp. 3.
If Reed were allowed to take possession of AIA Insmance now, the practical reality is

that, even if AIA prevails on appeal, it would be too late to avoid irreparable hann to the
business. By the time this litigation has run its course, it would be too late for current
management to step back in and repair what likely will have been irreparable damage to AIA
Insurance - especially if Reed follows tlrrough with his tbreat to "simply close down AIA
Insurance."

TIl. CONCLUSION
For the reasons set forth above, Reed Taylor'S motion to dissolve the preliminary
injunction should be denied.
DATED THIS

2~i-

day of July, 2008.

HAWLEY TROXELL ENNIS & HAWLEY LLP

~BYQ;-~

omeys for AIA Services Corporation,
AIA Insurance, hlC., and CropUSA
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CERTIFICATE OF SERVICE
I HEREBY CERTIFY that on. tlris~ t-;t'ctay of July, 2008, I caused to be served a true
copy of the foregoing MEMORANDUIvr IN OPPOSITION TO REED TAYLOR'S MOTION
TO DISSOLVE PRELllvlJNARY INJUNCTION AND MOTION FOR AN ORDER
REQUIRrnG THE DEFENDANTS TO RELINQUISH POSSESSION OF AIA INSURANCE
TO REED TAYLOR by the method indicated below, and addressed to each ofthe following:
Rodelick C. Bond
Ned A. CaImon
Smith, Cannon & Bond PLLC
508 Eighth Street
Lewiston, ID 83501
[Attorneys for Plaintiff]

_ _ U.S. Mail, Postage Prepaid
Hand Delivered
_ _ Overnight Mail
_ _ Telecopy
~Email

Michael S. Bissell
Campbell, Bissell & Kirby, PLLC
416 S)'l110n.S Building
7 South Howard Street
Spokane, W A 99201
[Attorneys for Plaintiff]

_ _ U.S. Mail, Postage Prepaid
HaIld Delivered
_ _ Overuight Mail
/
Email

David A. Gittins
Law Office of David A. Gittins
P.O. Box 191
Clarkston, WA 99403
[Attorney for Defendants Duclos and Freel11aIl]

_ _ U.S. Mail, Postage Prepaid
Hand Delivered
_ _ Overnight Mail
_ _ Telecopy

Michael E. McNichols
Clements Brown & McNichols
321 13th Street
Lewiston, ID 83501
[Attomeys for Defendant R. J01m Taylor}

_ _ U.S. Mail, Postage Prepaid
Hand Delivered
_ _ Overnight Mail
Telecopy
---:;;T Email

JonathaIl D. Hally
Clark & Feeney
P.O. Box 285
Lewiston, ID 83501
[Attorneys for Defendants Comne Taylor, James Beck
and Corrine Beck]

_ _ U.S. Mail, Postage Prepaid
Hand Delivered
_ _ Overnight Mail
_ _ Telecopy

James J. Gatziolis
Charles E. Halper
QUARLES & BRADY LLP
500 West Madison Street, Suite 3700
Chicago, Illinois 60661-2511
[Attorneys for Crop USA Insurance]

_ _ U.S. Mail, Postage Prepaid
Hand Delivered
_ _ Overnight Mail
_ _. Telecopy
,/Email

~Email

~Email
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IN THE DISTRICT COURT OF THE SECOND JUDICIAL DISTRICT OF THE
STATE OF IDAHO, IN AND FOR THE COUNTY OF NEZ PERCE

9

10

REED J. TAYLOR, a single person,

11

12
13
14
15
16
17
18
19

Plaintiff,
vs.

)
)
)
)

Idaho~

AlA SERVICES CORPORA nON, an
corporation; AlA INSURANCE, INC., an Idaho)
corporation; R. JOHN TAYLOR and CONNIE)
TAYLOR, individually and the community property)
comprised thereof; BRYAN FREEMAN, a single)
person; JOLEE DUCLOS, a single person; CROP)
USA INSURANCE AGENCY, INC., an Idaho)
Corporation; and JAMES BECK and CORRINE)
BECK, individually and the community property)
comprised thereof,
)
Defendants.

Case No. CV-07-00208

ORDER GRANTING
LEA VE TO WITHDRAW

)
)

20

21

This matter having come before the Court for hearing pursuant to a motion filed by Jonathan
22
23
24

D. Hally, attorney of record for defendants Connie Taylor, James Beck and Corrine Beck for
permission to withdraw as counsel for said defendants pursuant to Idaho Rules of Civil Procedure,

25
26

ORDER GRANTING
LEA VE TO WITHDRAW - 1
LAW OFFICES OF

CLARK

AND

24>/7

FEENEY

LEWISTON, IDAHO 83501

Rule 11 (b )(2). After considering the evidence, pleadings, motion, it appears to the Court that there
is good cause for granting said attorney's motion for leave to withdraw as counsel for Plaintiffs in
1

2

this cause of action. It is therefor ordered that Plaintiffs' motion for leave to withdraw is granted.

3

Jonathan D. Hally may withdraw as counsel for defendants Connie Taylor, James Beck and Corrine

4

Beck effective immediately.

5

Defendants Connie Taylor, James Beck and Corrine Beck have 20 days from the date of

6

service or mailing of this order to obtain other representation in this cause pursuant to Idaho Rules
7
8

of Civil Procedure, Rule 11(b)(3). Proceedings in this action are stayed until that time. If said

9

defendants fail to file and serve an additional written appearance in this action either in person or

10

through a newly appointed attorney within such 20 day period, such failure shall be sufficient

11

grounds for entry of default and default judgment against said defendants or dismissal of the action,

12

without prejudice, and without further notice.

13
14

IT IS FURTHER ORDERED that the withdrawing attorney shall mail a copy of this order

15

to the defendants Connie Taylor, James Beck and Corrine Beck at their last known address most

16

likely to give notice to defendants Connie Taylor, James Beck and Corrine Beck by certified mail.

17

DA TED this ~ day of July, 2008.

18
19

20
21
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25
26
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day of July, 2008, I caused to be served a true and
correct copy of the foregoing document by the method indicated below, and addressed to the
following:
Roderick C. Bond
Ned A. Cannon
Smith and Cannon
508 Eighth Street
Lewiston, ID 83501
Attorneys for Reed Taylor
Gary Babbitt
D. John Ashby
Hawley Troxell Ennis & Hawley LLP
877 Main Street, Ste. 1000
PO Box 1617
Boise, ID 83701-1617
Attorneys for AlA Services, AlA Insurance,
and Crop USA Insurance Agency
David A. Gittins
Law Offices of David A. Gittins
843 7th Street
PO Box 191
Clarkston, WA 99403
Attorneys for Duclos and Freeman
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Michael S. Bissell
Campbell, Bissell & Kirby PLLC
7 South Howard Street, Ste. 416
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Attorneys for Reed Taylor
Michael McNichols
Clements, Brown & McNichols
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PO Box 1510
Lewiston, ID 83501
Attorneys for John Taylor
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James J. Gatziolis
Charles E. Harper
Quarles & Brady LLP
Citigroup Center, 500 West Madison Street
Suite 3700
Chicago, IL 60661-2511
Attorneys for Corp USA Insurance Agency
Jonathan D. Hally
Clark and Feeney
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Attorneys for Connie Taylor
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IN THE DISTRICT COURT OF THE SECOND JUDICIAL DISTRICT OF THE
STATE OF IDAHO IN AND FOR THE COUNTY OF NEZ PERCE

REED J. TAYLOR, a single

)
)

Case No.:

CV 07-208

)

person,
Plaintiff,

)
)

)
)

ORDER ON DEFENDANTS' MOTION TO

vs.
)
AlA SERVICES CORPORATION, an
) WITHDRAW, MOTION FOR
Idaho corporation; AlA
INSURANCE, INC., an Idaho
) CONTINUANCE, AND MOTION FOR
corporation; R. JOHN TAYLOR and)
CONNIE TAYLOR, individually and \ STAY
the community property
)
comprised thereof; BRIAN
)
FREEMAN, a single person; JOLEE
DUCLOS, a single person; CROP
)
USA INSURANCE AGENCY, INC., an
Idaho corporation; and JAMES
)
BECK and CORINNE BECK,
individually and in the
)
community property comprised
)
)
thereof; ,

l

l
l
l

Defendants

This matter is before the Court on Motion to Withdraw and
Motion for Continuance filed by counsel for Defendants Connie
Taylor and James and Corrine Beck, and Motion for Stay of
Proceedings filed by Defendants AlA Services and AlA Insurance,
Inc. The Court heard oral arguments on the Motions on July 24,
2008. Plaintiff Reed Taylor was represented by attorneys

ORDER ON DEFENDANT'S MOTION TO WITHDRAW, MOTION FOR
CONTINUANCE, AND MOTION TO STAY
ORDER - 1

Roderick Bond and Michael Bissell. Defendants AlA Services
Corporation and AlA Insurance, Inc. were represented by attorney
Gary Babbitt. Defendant R. John Taylor was represented by
attorney Bentley Stromberg. Defendants Connie Taylor and James
and Corrine Beck were represented by attorney John Hally. The
Court, having read the motions, briefs, and affidavits submitted
by the parties, having heard oral arguments of counsel and being
fully advised in the matter, hereby renders its decision.

ORDER

It is hereby the Order of the Court that the Motion to
Withdraw filed by counsel for Defendants Connie Taylor and James
and Corrine Beck is hereby GRANTED and a separate order shall be
entered. Pursuant to Idaho Rule of Civil Procedure 11(b) (3), no
further proceedings can be had in the action for a period of
twenty (20) days, and therefore all motion hearings scheduled
during such twenty (20) day period are stayed until further
order of the Court.
It is further ordered that the Motion for Stay of
Proceedings filed by Defendants AlA Services and AlA Insurance,
INC.

hereby remains under advisement at this time.

In the event

that, within the next twenty (20) days, the corporations
undertake an inquiry pursuant to Idaho Code 30-1-743 into the
demand submitted by Reed Taylor and Donna Taylor, through

ORDER ON DEFENDANT'S MOTION TO WITHDRAW MOTION FOR
CONTINUANCE, AND MOTION TO S T A Y '
ORDER - 2

counsel Michael Bissell via letter of July 23, 2008, counsel for
the corporate defendants shall notify the court of such action.

ORDER ON DEFENDANT'S MOTION TO WITHDRAW, MOTION FOR
CONTINUANCE, AND MOTION TO STAY
ORDER - 3

CERTIFICATE OF MAILING
I hereby certify that a true copy of the foregoing ORDER ON DEFENDANTS' MOTION TO
WITHDRA W, MOTION FOR CONTINUANCE, AND MOTION FOR STAY was
/

FAXED

_ _ mailed, postage prepaid, by the undersigned at Lewiston, Idaho, this 2 ~day of July 2008, to:
Roderick Bond
508 Eighth St
Lewiston, ID 83501
Gary Babbitt
John Ashby
PO Box 1617
Boise, ID 83701-1617
James Gatziolis
Charles E. Harper
Quarles @ Brady LLP
500 W Madison St., Ste 3700
Chicago IL 60661-2511
Michael McNichols
PO Box 1510
Lewiston, ID 83501
Michael Bissell
7 So Howard St., Ste. 416
Spokane W A 99201
Jonathan Hally
PO Box 285
Lewiston, ID 83501
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AlA Insurance, Inc .• and CropUSA
Insurance Agency, Inc.
IN THE DISTRICT COURT OF THE SECOND JUDICIAL DISTRICT

OF THE STATE OF IDAHO, IN AND FOR THE COUNTY OF NEZ PERCE
REED 1. TAYLOR. a single person,

)
)

Plaintiff,
vs.
AlA SERVICES CORPORATION. an Idaho
corpomtion~ AlA INSURANCE. INC., an
Idaho corporation; R. JOHN T AYLOR and
CONNIE TAYLOR, individually and the
community property comprised thereof;
BRYAN FREEMAN. a single person; JOLEE
DUCLOS. a single person; CROP USA
INSURANCE AGENCY. INC.. nn Idaho
Corporation; and JAMES BECK and
CORRINE BECK. individually and the
community property comprised thereof.
Defendants.

)
)

Case No. CV-07-00208

)

AlA'S PETITrON FOR COURT
APPOINTED INDEPENDENT INQUrR Y
PURSUANT TO I.C. § 30-1-743 AND
LC. § 30-1-744 AND FOR GRANT OF
PENDING MOTION TO STAY
PROCEEDINGS

)
)
)
)
)
)
)
)
)
)
)
}

)

)
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AlA SERVICES CORPORATrON. an Idaho

)

AlA'S PETITION FOR COURT APPOINTED INDEPENDENT INQUIRY PURSUANT TO
LC. § 30-1-743 AND I.C. § 30-1-744 AND FOR GRANT OF PENDING MOTION TO STAY
PROCEEDINGS ... I
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corporation; and AlA INSURANCE, INC., an )
Idaho corporation,
)
)

Counterclaim ants,

)

vs.

)

)

REED J. TAYLOR, a single person,
Counterdefendant.

)
)
)
)

---------------------------------------

Defendants AlA Services Corporation and AlA Insurance, Inc. (collectively. "A [A"), by
and through their counsel or record. move this Court to for un order (1) appointing, pursuant to
Idaho Code Section 30-1-744(6), an independent person/panel to make a determination whether
the maintenance ora derivative proceeding against AlA's defense counsel and other defendants'
counsel is in the best interests orthe two corporations and other defendants' counsel, as more
particularly explained below; and (2) granting AIA's motion, previously filed on July 23,2008,
to stay all proceedings in this case until the independent inquiry under Idaho Code Section 30- 1744(6) has been completed and the issues concerning lega] representation of the two corporations

have been fully resolved.

This motion is based on [he Affidavit of Gary D. Babbitt in Support

of MOlion far Stay previously filed on July 23,2008 and the Affidavit of Gary D. Babbitt filed
contemporaneously with this motion.
Independellt inquiry into purportedly derivative claims. In connection with the
Motion for Stay of Proceedings previously filed on July 23,2008, AIA advised the Court of the
circumstances involving AlA's receipt ofa July 21,2008 letter from attorney Michael S. Bissell
purportedly under Idaho Code Section 30-1-742 demanding, on beha!fofDanna Taylor and
Recd Taylor, that the boards of directors of the two corporntions. who are defendants in this
luwsuil brought by Reed J. Taylor. lake action against the corporations' defense counsel and
AlA'S PETITION FOR COURT APPOINTED fNDEPENDENT INQUIRY PURSUANT TO
LC. § 30-1-743 AND LC. § 30-1-744 AND FOR GRANT OF PENDING MOTION TO STAY
PROCEEDINGS - 2
4-0005.0000 12:6'375.4
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other attorneys involved in this case for alleged malpractice, violation of the Idaho Rules of
Professional Conduct. breach of fiduciary duties, and "aiding and abetting" the defendants in
various !r.:tnsactions andlorthe handling onhe defense ofthis litigation.

Pursuant

(0

Idaho Code

Section 30-1-742 and Rule 23(f) oUbe Idaho Rules of Civil Procedure. the demand letter is a
condition precedent to commencement ofa derivative action by Donna Taylor and Reed Taylor
on behalf of the corporations.
This petition is being filed at this time in compliance with the Court's Order dated July
25, 2008 and filed July 28.2008 that. within the next twenty (20) days. counsel for AIA shall
nOlify the Court in the event lhatlbe corporations undertake an inquiry pursuant to Idaho Code
Section 30-1-743 into the demand submitted by Reed Taylor and Donna Taylor via Mr. Bissell's
July 21.2008 leHer. The boards of directors of the two corporations met on August 7, 2008 and
considered how to respond to that demand. The boards concluded that, because Reed Taylor has
sued aU present directors of AIA Services Corporation and AlA Insurance, Inc., there are no
independent directors serving on the corporations' boards of directors; and the corporations arc
therefore unable to appoint independent directors to conduct a good faith reasonable inquiry as
contemplated by Idaho Code Section 30-1-744(2)(a) or (b).

Accordingly. the boards of directors

of ALA Services Corporation and AlA Insurance, Inc. directed their counsel of record to petition
the Court to appoint. pursuant to Idaho Code Section 30-1-744(6), an independent person/pane]
to conduct in good faith a reasonable inquiry into the claims made in Mr. BisseU's letter and to
determine whether maintenance ofa derivative proceeding by Donna Taylor and Reed Taylor on
behalf of the two corporation is in ti10 best interest ofthe two corporations.

AlA'S PETITION FOR COURT APPOINTED INDEPENDENT INQUIRY PURSUANT TO
I.C. § 30-1-743 AND I.e. § 30-1-744 AND FOR GRANT OF PENDING MOTION TO STAY
PROCEEDINGS - 3
4000S.000fJ.1Z61375.4
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Accordingly. AlA hereby requests that this Court's appoint, pursuant to Idaho Code
Section 30-]-744(6), an independcnt person/panello conduct an inquiry and make a
detenninatioll whether the maintenance ora derivative proceeding against counsel for the
defemlants is in the best interests of AlA Services Corporation and AlA Insurance, Inc.

In

particu1ar. AIA suggests that the Court appoint the Honorable Ronald Schilling (retired), or the
Honorable George R. Reinhardt (retired). or such other independent retired judge or lawyer as
the Court, in ils discretion, deems qualified to conduct the inquiry and make the detemlination
contemplated by 1daho Code Section 30-1-744.
Motion for Stay of Proceedings. The allegations against defense counsel set forth in
Mr. Bissel1's letter and the action that Donna and Reed Taylor demand be taken by the two
corporations would directly pit the AlA entities against their attorneys of record in this case. As
a result, until the propriety of the threatened derivative action is resolved by the independent
person/panel appointed by the Court, the ability of ArA's chosen lawyers to represent the
defendant corporations is potentially compromised. By merely submitting the demand.
Plaintiffs' co-counsel has manufactured the appearance of a contlict of interest between client
and clients' chosen attorneys wilhout having proven u single allegation.

Moreover, PlaintifT's

counsel Roderick C. Bond has notified defendants that Reed Taylor will seek Lo disqualify all
defense counsel in Ihis case (except Da.ve Gittins), presumably on the sa.me grounds as alleged
by his co-counsel in the July 21. 200S demand letter.
Accordingly. in order to protect Ule rights of AlA Service Corporation and AlA
Insurance, [ne. to be represented by their chosen defense attorneys in this case, ALA requests lhat
the Court grant AlA's previously fiIed motion for a slay of all proceedings in this action unH1 the

AlA'S PETITION FOR COURT APPOINTED INDEPENDENT INQUrRY PURSUANT TO
l.C § 30-1-743 AND Le. § 30-1-744 AND FOR GRANT OF PENDING MOTION TO STAY
PROCEEDINGS - 4
-40005,0000.12613754
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s!atutory inquiry and determination contemplated by Idaho Code Sections 30-l-744(6) have been
completed and the status of AlA's counsel of record in this case has been resolved.

DATED THIS

f

Y

day of August, 2008.

HA WLEY TROXELL ENNIS & HAWLEY LLP

Bc::J",=,=>P' 6~
Gary D. Babbitt, [SB No. 1486
Attorneys for AlA Services Corporation.
AlA lnsurance, Inc .. and Crop USA

AlA'S PETITION FOR COURT APPOINTED fNDEPENDENT INQUIRY PURSUANT TO
LC. § 30-1.-743 AND I.C. § 30-1-744 AND FOR GRANT OF PENDING MOTION TO STAY
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CERTIFICATE OF SERVrCE

I!./

I HEREBY CERTIFY that on this
day of August, 2008, I caused to be served a true
copy orthe foregoing AlA'S PETITION FOR COURT APPOINTED INDEPENDENT
rNQUIRY PURSUANT TO I.e § 30-1-743 AND I.C- § 30-1-744 AND FOR GRANT OF
PENDrNG MOTION TO STAY PROCEEDINGS by the method indicated below, and addressed
La each of the foHowing:
Roderick C. Bond
Ned A. Cannon
Smith. Cannon & Bond PLLC
508 Eighth Street
Lewiston, ID 83501
(Attorneys for Plaintiff]
Michael S. Bissell
Campbell. Bissell & Kirby. PLLC
416 Symons Building
7 South Howard Street
Spokane. W A 99201
[Attorneys for Plaintifl]

_ _ U.S. Mail, Postage Prepaid
Hand Delivered
_ _ Overnight Mail
_ _ TeIccopy
~Emai1

_ _ U.S. Mail, Postage Prcpaid
Hand Delivered
_ _ Overnight Mail
~Email

David A. Gittins
Law Office of David A. Gittins
P.O. Box 191
Clarkston. W A 99403
[Attorney for Defendants Duclos and Freeman]

_ _ U.S. Mail. Postage Prepaid
Hand Delivered
_ _ Overnight Mall
_ _ Telecopy
~ Email

Michael E. McNichols
CLements Brown & McNichols
321 13th Street
Lewiston, IO 83501
[Attorneys for Defendant R. John Taylor]

_ _ U.S. Mail. Postage Prepaid
Hand Delivered
_ _ Overnight Mail

Jonathan D. Hally
Clark & Feeney
P.O. Box 285
Lewiston, [D 83501
[Attorneys [or Defendants Connie Taylor, James Beck
and Corrine Beck}

~Telecopy

_v_Email
_
_ _ U.S. Mail, Poslage Prepaid
Hand Delivered
_ _ Overnight Mail
_ _ Te\ecopy
~EmaiI
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1M ~ 1At PI'i1 ;. ZD
Gary D. Babbitt. ISB No. 148G
D. John Ashby, ISB No. 7228
HA WLEY TROXELL ENNIS & HAWLEY LLP
877 Main Street, Suite 1000
P.O. Box 1617
Boise. ID 83701-1617
Telephone: (208) 344-GOOO
Facsimile: (208) 342-3829
Email: gdb@hteh.com
jash@htch.com

\CE7L:TY

Atlomeys for AlA Services Corporation,
AlA 1nsurance, Inc., and Crop USA
IN THE DISTRICT COURT OF THE SECOND JUD[CIAL DISTRICT
OF THE STATE OF IDAHO, fN AND FOR THE COUNTY OF NEZ PERCE
REED J. TAYLOR. a single person,
Plaintiff.
VS.

AlA SERVICES CORPORATION, an Idaho
corporation; AlA INSURANCE, INC., an
Idaho corporation; R. JOHN TAYLOR and
CONNIE TAYLOR. individually nnd the
communilY property comprised thereof;
BR Y AN FREEMAN, a single person~ JOLEE
DUCLOS, a single person; CROP USA
INSURANCE AGENCY, INC., an Idaho
Corporation; and JAMES BECK and
CORRINE BECK, individually and the
community property comprised thereof,
Defendants.

)
}
)
)
)

)
)
)
)
)
)
)
)
)
)
)

Case No. CV-D7-00208
AFFIDAVIT OF GARY D. BABBITT IN
SUPPORT OF AlA'S PETITION FOR
COURT APPOINTED INDEPENDENT
INQUIRY PURSUANT TO I.e. § 30-1743 AND LC. § 30-1-744

)
)

AlA SERVICES CORPORATION, an Idaho
corpomtion; and AlA INSURANCE, INC., an
Ar:FIDAVIT OF GARY D_ BABBITT IN SUPPORT OF AlA'S PETITION FOR COURT
APPOINTED INDEPENDENT INQUIRY PURSUANT TO LC_ § 30-1-743 AND I.C. § 30-1744 - 1
.. 0005.0000. 12tH SOEI..:J
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)
)
)
)
)
)
)
)
)

I, Gary D. Babbitt, duly sworn and slate:
I.

This affidavit is based upon my personal

knowledge~

and I can testify as to

the truth of the matters contained herein.
2.

I am one of the attorneys of record [or defendants AIA Services

Corporation and A[A Jnsumnce. Inc.
3.

This Amdavit supplements my Affidavit in Support of Motion [or Stay of

Proceedings previously filed on July 23,2008 ("Prior AffidaviL"), and lhe exhibits attached
thereto.
4.

The Prior Affidavit attaches, as Exhibit E, the July 21, 2008 letter from

Plaintifrs co-counsel Michael S. Bissell purportedly under Tdaho Code Section 30-1-742
demanding, on bchalfofDonna Taylor and Reed Taylor, that the boards of directors of AlA
Services Corporation and AlA Insurance, Inc., who are defendants in this lawsuit brought by
Reed J. Taylor. take actIon against the corporations' defense counsel and other altorneys
involved in 1his case for alleged maipmctice, violation of the Idaho Rules ofProfessionnl
Conduct, brench of fiduciary duties, and "aiding and abetting" the defendants in various
transactions and/or the handling of the defense of this litigation.

Pursuant to Idaho Code Section

30-1-742 and Rule 23(f) oflhe Idaho Rules of Civil Procedure, the demand letter is a condition

AFFIDAVIT OF GARY D. BABBITT IN SUPPORT OF AlA'S PETITION FOR COURT
APPOINTED INDEPENDENT TNQUIRY PURSUANT TO LC. § 30-1-743 AND I.C. § 30-1744 - 2
~OQ05.000e
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precedent to commencement ofa derivative action by Donna Taylor and Reed Taylor on behalf
of the corporations.
5.

The boards of directors of AlA Services Corporation and AlA Insurance,

Inc. melon August 7,2008 and considered how to respond

(0

that demand. The boards

concluded that, because Reed Taylor has sued all present directors of AIA Services Corporation
and AlA Insurance, Inc., there are no independent directors serving on the corporations' boards
of directors; and the corporations are therefore unable to appoint independent directors

10

conduct a good faith reasonable inquiry as contemplated by Idaho Code Section 30-1-744(2)(a)
or (b).

Accordingly, the boards ofdireclors of AlA Services Corporation and AlA Insurance,

Inc. directed their counsel of record to petition the Court to appoint, pursuant to Idaho Code
Section 30-1-744(6), an independent person/panel to conduct in good faith a reasonable inquiry
into the claims made in Mr. Bissell's letter and to determine whether maintenance ofa derivative
proceeding by Donna Taylor and Reed Taylor 011 behalf of the two corporation is in the best
interest oflhe two corporations.
6.

Following AlA's receipt ofMr. BisseWs leLter of July 21,2008 (Exhibit

E), James LaRue of Elum & Burke. attorneys for Hawley Troxell Ennis & Hawley LLP (Hawley
Troxell), sent Mr. Bissell a letler on July 31, 2008 requesting specific infonnation on the 27
claims contained in BlsseWs letter:
Oi ven the serious nature and number of claims stated in your letter,
I request that you immediately provide, for each ofLhe 27 claims
and/or causes of action that you contend are applicable to Hawley
Troxell Ennis & Hawley LLP andlor its individual members. the
following infonnation to allow a proper evaluatIon of your
charges:

AFFIDAVIT OF GARY D. BABBITT IN SUPPORT OF AlA'S PETITION FOR COURT
APPOINTED INDEPENDENT INQUlRY PURSUANT TO I.C. § 30-1-743 AND 1.C. § 30-]744 - 3
40005.0000.1201500.3
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- a complete factual basis for each claim, including dates and
individuals lnvolved;
- the legal basis and grounds for each claim;
- the identity of each witness you believe supports each claim; and

- a descripLion andioT copy of all documents you believe supports
each claim.
Exhibit F.
7.

Mr. Bissell has never replied to this letter requesting basic information on

the derivative claims authored by him. Because Mr. Bissell's claims are non-specific and
conclusory. neither Hawley Troxell nor its counsel are able to evaluate Mr. Bissell's claims
adequately.
8.

Plaintifi's co-counsel, Roderick Bond. stated at the hearing on July 28,

2008, that Reed J. Taylor would seek Lo disqualify and/or sue all the remaining defense counscl
in the case (except [or Mr. Gittins); and Mr. Bond has confirmed his intentions in a series of
emuils which are attached hereto in group Exhibit G;
9.

On August 3, 2008, Mr. Bond sent an email to all counsel advising of his

intention to file a motion disqualify Hawley Troxell Ennis & Hawley LLP, Qunrles & Bmdy
LLP, and Clements, Brown. & McNichols. P_A.:
We have been directed to commence drafting Motions to
disqualify your respective finns. I wanted to give you each an
opportunity to withdraw before I file the Motions. Not only will
the motions be embnrrassing, but Reed will view the time and
resources expended and any related damages as damages he may
seek from your respective fimls. My hope is that you all will
simply acknowledge mistakes were made and do the right thing
and withdmw from this case. If you still have doubts, I direct you
to review RPC 1.7 and 1.13, among others, not to menlion th~ case
law and RPCs on assisting in fraudulent acts. [wouLd also direct
you to the cases on the "hol potato" rule, Le., you can'l withdmw
AFFIDAVIT OF GARY D. BABBITT IN SUPPORT OF AfA'S PETlTION FOR COURT
APPOINTED INDEPENDENT INQUIRY PURSUANT TO I.C. § 30-1-743 AND I.C. § 30-1744 - 4
400{)5.00Q{).12S150G.3
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from representing one party so that you can continue representing
another. You have all also known from day one that AIA
Insurance was pledged to Reed and that his February 2007 vote of
the shares was authorized and warranted. I advised you all time
and time again that AlA Insurance should have separate counsel.
Significantl.y, you all have breached your duty ofIoyalty to AlA
Services and AlA Insurance (and Reed), among various other
duties.
Exhibit G-I.
10.

Affiant sent Mr. Bond a ]elter on August 4, 2008, requesting him to

provide immediately information [or each claim on which "you intend to base your
disqualification motion ... ".
11.

(Exhibit H)

Mr. Bond refused. however, to provide any informntion for AlA's counsel

to evaluatc his allegations, stating (in part) in an August 4,2008 email:
I am receipt ofyollr letter that was emarled to me today. I presume
that there will be no truly independent investigation as you
represented 10 the judge. Your letter mirrors the letter sent by
Hnwley Troxell's counsel to i\1ilw Bissell. All good points and
valid requests, but the type of information one obtains through
discovery in accordance with the Rules of Civil Procedure.
Your letter speaks nothing about you and your firms violations of
the Rules of Professional Conduct.

Mike Bissell's letter provides more than enough information for
you. You know exactly what hus gone on. You know full good
and well what the claims and conflicts involve. I view your
letters as simply disingenuous attempts to ignore the issues.
An I can say is that if I" have enough documentary evidence to
support the claims in nl)' possession, you have even Inare in
your possession as I know thnt significnnt documents have
been n'ithheld fmd arc being withheld.. I will obtain the
necessary affidavits and file the motions. Your actIons are
perplexing 10 me. ! can assure you that r have supplied the facts of
this casc to many distinguished attomeys, all of whom are left
scratching their head not understanding how your finn could be
representing all oflhc corporations. I reiterate that ifwritlen

AFFIDAVIT OF GARY D. BABBITT IN SUPPORT OF AIA'S PETITION FOR COURT
APPOINTED INDEPENDENT INQUIRY PURSUANT TO I.C. § 30-1-743 AND I.e. § 30-1744 - 5
40005.0000.1.2:615053
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from representing one party so that you can continue representing
another. You have all also known from day one that AJA
Insurance was pledged to Reed and that his February 2007 vote of
the shares was authorized and warranted. I advised you all time
and time again that AlA Insumnce should have sepamte counsel.
Significantly. you all have breached your duty ofIoyalty to AlA
Services and AlA Insurance (and Reed), among various other
duties.
Exhibit G-I .
10.

Affiant sent Mr. Bond a lctter on August 4, 2008, requesting him to

provide immediately inronnation for each claim on which "you intend to base your
disqualification mOlion.. ....
11.

(Exhibit H)

Mr. Bond refused, however. to provide any infonnation for AlA's counsel

to evaluate his allegations, stating (in part) in an August 4. 2008 email:
I am receipt of your letter that was emuIled to me today. ] presume
that there will be no truly independent investigation as you
represented (0 the judge. Your letter mirrors the letter sent by
HnwIey Troxell's counsel to l\1ike Bissell. All good points :111d
valid requests, but the type of information one obta[ns through
discovery in accordance with the Rules of Civil Procedure.
Your letter speaks nothing about you and your firms violations of
the Rules ofPmfessionnl Conduct.
Mike Bissell's letter provides more than enough infonnntion for
you. You know exactly what has gone on. You know full good
and well what the claims and conflicts involve. I view your
)ctters as simply disingenuous attempts to ignore the issues.
All I can say is that if 11ul\'e enough documentary evidence to
support the claims in my possession, you have even more in
your possession as I know thnt significant documents have
been withheld and are being withheld. [will obtain the
necessary affidavits and file the motions. Your actIons arc
perplexing to me. I can assure you that I have supplied the facts of
this case to many distinguished attorneys, all of whom are len
scratching their head not understanding how your finn could be
representing all of the corporations. I reiterate that ifwrillen

AFFIDAVIT OF GARY D. BABBrTT IN SUPPORT OF AJA'S PETITION FOR COURT
APPOINTED INDEPENDENT INQUIRY PURSUANT TO I.C. § 30-1-743 AND I.e. § 30-1744 - 5
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conronnatiol1 ofa withdrawal is not forthcomiIig, I will proceed
with the Motions and Affidavits.
Please do not send any more of your demand letters, as I will not
wasle my client's time and money responding. You don't need me
to explain anything. Ask Merlyn Clark (emphasis added)
Exhibit G-2. Subsequently. on August 5,2008, Mr. Bond sent an email which describes with
more specificity the purported grounds for his motion to disqualify defense counsel in this case.
See Exhibit 0-3.
12.

Based on Mr. Bond's recent emails(ExhibitsO-landO-3).itis

anticipated that. immediately upon expiration of the twenty (20) day stay of proceedings
following withdrawal of the attorneys for Connie Taylor and James Beck, Mr. Bond will file a
motion to disqualify all remaining counsel (except Mr. Gittins) from the pending case.
13.

order

10

AlA's pending Motion for Stay of Proceedings shOUld now be granted in

provide the opportunity for the court-appointed independent person/panel to conduct the

inquiry pursuant to Idaho Code § 30·1·744 and for AlA Services Corporation and AlA
insurance, Inc. to defend against PlainLiirs motion to disqualify their counsel, who have been
defending the in1erests of the tv.'o corporations for over a year and a half.
Further your affiant sayeth naught.

C ~ 7u.6~
GaryD.BiJiH

Ar-FIDAVIT OF GARY D. BABBITf IN SUPPORT OF AlA'S PETJTION FOR COURT
APPOI]\lTED INDEPENDENT INQUIRY PURSUANT TO I.e. § 30-1-743 AND LC. § 30-1744 - G
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SUBSCRIBED AND SWORN to

} l-(tAbefo~je;JJ..lLt;...l.-lH-!>-==~day

Not~

of August. 2008.

Ub[iC~~hO

Resldmg at
'"=>1 xe
My commission expires '""" '"): I

,--,

flO
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CERTIFICATE OF SERVrCE
I HEREBY CERTIFY that on this ILl day of August. 2008. I caused to be served a true
copy ofthc: foregoing AFFIDAVIT OF GARY D. BABBlTT IN SUPPORT OF AIA'S
PETITION FOR COURT APPOINTED INDEPENDENT INQUIRY PURSUANT TO I.C § 301-743 Al'.ID LC. § 30-1-744 by the method indicated below, and addressed to each of the
following:

Rodericl\: C. Bond
Ned A. Cannon
Smith. Cannon & Bond PLLC
508 Eighth Street
Lewiston, ID 83501
[Attorneys for Plainti ff]

_ _ U.S. Mail. Postage Prepaid
Hand Delivered
_ _ Overnight Mail
_ _ Tclecopy

Michael S. Bissell
Campbell. Bissell & Kirby, PLLC
416 Symons Building
7 Soinh Howard Street
Spokane. WA 99201
[Attorneys for Plaintiff]

_ _ U.S. Mail. Postage Prepaid
Hand Delivered
Overnight Mail
-VEmail

David A. Gillins
Law Office of David A. Gittins
P.O. Box 191
Clarkston. W A 99403
[AHorney for Defendants Duclos und Freeman]

_ _ U.S. Mail, Postage Prepaid
Hand Delivered
_ _ Overnight Mail
Telecopy
~Emall

Michael E. McNichols
Clements Brown & McNichols
321 13th Street
Lewiston. 10 8350 I
[ALlorncys for Defendant R. John Taylor]

_ _ U.S. Mail, Postage Prepaid
_ _ Hand Delivered
_ _ Overnight Mail
_ _ Tclecopy
V Email

Jonathan D. Hally
Clark & Feeney
P.O. Box 285
Lewiston, [D 83501
[Attorneys for Defendants Connie Taylor. James Beck
and Corrine Beck]

_ _ U.S. Mail, Postage Prepaid
Hand Delivered
_ _ Overnight Mail
_ _. _ Te1ccopy

~Email

~Email
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Charles E. Harper
QUARLES & BRADY LLP
500 West Madison Street. Suite 3700
Chicago. Illinois 60661-2511
[Attorneys for Crop USA lnsurance]
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AFFIDAVIT OF GARY D. BABBITT IN SUPPORT OF AlA'S PETITION FOR
COURT APPOINTED INDEPENDENT INQUIRY PURSUANT TO IC § 30-1-743
AND IC § 30-1-8744

Hawley Troxell

8/14

8 4:18

PAGE 17/26

F

208)342-3829

ELAM&BURKE
ATTORNEYS AT LAW

JAMES D. L.RUE
East Front St:re.cr. Suite-300
a rfiee Box. >SJ?
Bou"" Idaho 8no<
Telephooe !taB 31)-:;~S4
'lSI

Post

F.. X7;OB

3s~·:>a4"

E-nu<i1 jdl@el ..mburkl!.com

July3},2008

Michael S. Bissell
CAMPBELL, BISSELL & KIRBy. PLLC
416 Symons Building
7 South Howard Street
Spokane, Washington 99201
Re: Demand of Donna Taylor and Reed TuylO1- Pw-suant to Idaho Code § 30-1-742
Dear l\1i-. Bissell
I have been retained to :represent the law firm of Hawley Troxell Ennis & Huwley LLP
Dl1d its individual attorneys involved in the representation of AIA Services Corporation and AIA
Insurance Inc. in the lawsuit styled Reed J. Taylor v. AM Services Corporation, et aL. Nez Perce
County Cose No. CV-07-00208. I have been provided a copy ofyourleltcr of July 21,2008,
addressed to the Board of Directors of the two above entities, copied to Gary Babbitt and D. John

Ashby_
Kindly send all future communications intended for Hawley Troxell Ennis & Hawley
LLP or its individual members regarding the subject of your July 21. 20GB, letter directly to me.
Given tile serious nature and number of claims stated ill your letter. 1 request that you
immediately provide. for each of the 27 claims and/or causes of action that you contend are
applicable to Hawley Troxell EIUlis & Hawley LLP and/or its individual members, the fonowing
information to allow a proper evaluation of your charges:
-

a complete factunl basis for- each claim. including dates and individuals involved;
the legal basis and grounds for each claim;
the identity of each witness you believe supports each claim; and
a description and/or copy of all documents you believe supports eaeh claim.

EXHJB'T _ _ _ __
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Michael S. Bissell
July 31. 2008
Page 2
I appreciate your anticipated cooperation in providing this information at the earliest
possible date.

Very truly yours,
ELAM&BURKE
A Professional Association

James D. LaRue
JDL:sd
cc:
Hawley Troxell Ennis & Hawley LLP
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Gary Babbitt
From:

Roderick C. Bond [rod@scblegaLcom]

Sent:

Sunday, August 03, 20082:59 PM

To:

Gary Babbitt; .John Ashby: GalzioHs, James J.; charper@quaries.com; mmcnichols@clbrmc.com

Cc:

rjt@lewfslondsl.com~

Mike Bissell; Jack R. LltUe

Subject: Taylor v. AlA Services, et al.
Gary, Mike, John, and Jim:
We have difficult Jobs as atlomeys. t know how easy it Is 10 overlook thTngs or make mistakes. However, I have
repeatedly advised aJl of you in wriling, through telephone conferences and/or In person of the various conflicts.
Even after all my warnIngs, you have all contrnued on with the conflicts 10 the detriment of AlA Servlces and AlA
Insurance. I apologize for this email, but again, I am simply proceeding as my client has directed. He wit! not
continue Lo allow you all to assist in the decimation of the companies and lheir remaining assets.
We have been directed to commence drafting Motions 10 disqualify your respective firms. I wanted to give you
each an opportunity to withdraw before 1 file the Motions. Not only will the motions be embarrassing, but Reed
will view the lime and resources expended and any related damages as damages he may seek from your
respective firms. My hope is that you all wilt simply acknowledge mistakes were made and do the right thing and
withdraw from this case. I(you still have doubts, I direct you to review RPC 1.7 and 1.13, among others, not to
mention the case law and RPCs on ass[sting In fraudulent acts. I would also direct you to the cases on the -hot
potato" rule, i.e., you can't withdraw from representing one party so that you can continue representing another.
You have all also known from day one that AlA Insurance was pledged to Reed and that his February 2007 vote
of the shares was authorized and warranted. [advised you all time and time again that AlA Insurance should
have separate counsel. Significantly, you all have breached your duty of loyalty to AlA Services and AlA
Insurance (and Reed), among various other duties.
If I do not hear back from you by next Wednesday with a written confirmation thal you will be withdrawing, we will
draft the Molions to O[squalify. You can also expect affidavits from ethics attorneys/professors In support of the
motions. I will also file the Malions on an expedited basts for the first Thursday after the stay Is lined. Based
upon prior arguments by some of you, I can already antiCipate the disingenuous ~Rod or Reed is threatening us"
arguments. This emall Is not a threat. rather this ematl Is simply a final opportunity for you all to do [he right
thing. It Is also a promise thal the motions will be filed if you do nol withdraw. If I do not receive written
conforming of your pending withdrawal by Wednesday, the motions and affidavits will be drafted and filed the day
that the 20-day stay Is lifted. Than~s.
Rod
By: Roderick C. Bond
Smith. Cannon & Bond PLLC
508 Eighth st.
LeWiston, 10 83501
Tel: (208) 743-9428

Fax: (208) 746-8421
LQ..d@scQL~1..cpm

This email and any aUachments may contain confidential and/or legally privileged fnformalion, which only Ihe
authorized reciplent may receive and/or view. If you are· not an intended recipIent, please promptly delete this
message and contacl the sender at the above address. Thank you.

EXH1BIT ~G:::::::.!-----=--[- 8/8/2008
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Gary Babbitt
From:

Roderick C. Bond [rod@scblegal.comJ

Sent:

Monday, August 04, 2008 5:12 PM

To:

Gary Babbitl; John Ashby; mmcnichols@cfbrmc.com; Gatziolis, James J.; charper@quarles.com

Cc:

Ijt@lewistonds1.com; Jack R. Little; Ned A. Cannon; Mike Bissell

Subject: Taylor v. AlA Services, at al.
Gary:

I am receipt of your leiter that was emailed to me today. I presume 1hat there witl be no truly independent
invesligation as you represented to the judge. Your feLter mirrors the leller sent by Hawley Troxell's counsel to
Mike BisselL AJI good points and valid requests, but the type of Information one obtains through discovery in
accordance with the Rules of Civil Procedure. Your letter speaks nothing aboul you and your firm's violatIons of
the Rules of Professional Conduct.
Mike BisseU's letter provides more than enough information for you. You know exactly what has gone on. You
know full good and well what the claims and conflicts involve. I view your lellers as simply disingenuous attempts
to ignore the Issues. All [ can say is thaL if I have enough documentary evidence to support Ihe claims in my
possession. you have even more In your possession as] know that significant documents have been withheld and
are being withheld. I will obtain the necessary affidavits and file the motions. Your actions are perplexrng to me.
I can assure you that l have supplied the facts of this case to many distinguished attorneys, aU of whom are left
scratching their head not understanding how your firm could be represenLing all of the corporations. I reiterate
that ifwriHen confirmalion of a withdrawal is nol forthcoming. I will proceed with the Motions and Affidavits.
Please do not send any more of your demand letlers. as I will not wasle my client's time and money responding.
You don't need me to expTaln anything. Ask Merlyn Clark.
Rod

By: Roderick C. Bond
Smith, Cannon & Bond PLLC
508 Eighth st.
Lewiston. ID 83501
Tel: (2GB) 743-9428
Fax: (20B) 746~8421
[od~scblegar.~qLQ

This emait and any attachments may contain confidenLial and/or legally privileged Information, which only the
authorized recipient may receive and/or view. If you are not an intended recipient, please promptly delete this
message and contact the sender at the above address. Thank you.
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Gary Babbitt
From:

Roderick C. Bond [rod@scblegaLcom]

Sent:

Tuesday. August 05, 2008 10:09 PM

To:

Gary Babbitl; John Ashby; Gatziolis, James J.; charper@quarles.com; mmcnlchols@ctbnnc.com

Cc:

rjt@lewislondsl.com; Mike Bissell; Jack R. Little

Subject: Tay[or v. ATA Services, et al.
Gary:
Thank you for your letter dated August 5, 2008. TI)ls ts my final response to this issue. I understand your desire
for me 10 poinL out every violation of the Rules of Professional Conduct, however, we have gone over this Issue
lime and time again. My client daes not want me to waste his lime and money dOing your job for you.
Simply
put, It Is your obligation to comply with the Rules of Professlonal Conduct and to ensure that you are complying
with them. Reed has given all of Ihe tawyers an opportunIty to bow out gracefully. No one is apparently
accepting the offer. You wUl have a full opportunity to respond to the violations raIsed In Reed's pendIng motion
to dlsquaHfy. You will also have an opportunity to have distinguished attorneys or ethics people also fife counter
affidavlts. I wish you luck finding lhem. I can say that of all Ihe attorneys thai I have discussed Ihe facLs of this
case with, not one, YES NOT ONE. have said that you and the other attorneys on thls case are correcL In fact,
all of them cannot understand what you are doing. as I have told you from day one~ As a courtesy 10 you and Ihe
others, I will forward you the affidavits and motions wIlen they are completed. however. they will be fired on the
first day available regardless of your response or any promise to wIthdraw. If Reed goes to the Irouble to pay for
the pleadings to be drafted, they w[ll be filed. Of course, you are also free to contest the molion. Even if the
Court denies Reed's Malian for some reason, we wHl seek immediate appellate review.
With respect to the aHeged pending lnvestigaUon. if any. I really wonder how truly independent it could possibly
be. If you, any attorney from your firm, John Taylor, Connie Taylor. James Beck, Mike Cashman, or any of Ihe
other attorneys involved In this action are involved with the investigation or the selection of the person, the
Investigation will not be viewed as legitimate. If you wanted it La be legitimate, you would be asking us for names
of people Reed would consent to making such Investlgalions and Ihe person would be spending significant time
wilh me going over documents and legal fssues. ] just want to be clear on this Issue from Reed's perspective.
The violations in this case for you and Lhe others are w no brainers." Again, you only need 10 read RPCs 1.7 and
1.13, the Fifth Amended Complaint. and the documenls in your files and Lhe court's file. I could go on and on, and
Il1ere are olher RPCs implicated. I don't even need 10 lauch on the lack of cendor and olher violations.
Again. forward this emaH 10 Merlyn Clark and ask his opinion. I know thaI my partner Ned Cannon, Jerry Smith
and Jack LilUe have a great deal of respect for him (as do I, simply because of their respect and admiration-as I
have never met him).
In facl, I challenge you 10 Jusl ask Merlyn Clark to read the 5 th Amended ComplaInt. Tell Mr. Clark the honest
facts of everything that has transpired on this case since your involvement. Show Mr. Clark Ihis email. Show Mr.
Clark Hawley Troxell'S opinion letter 10 Lancelot stating that A!A Insurance was authorized to guarantee the loan
for Crop USA (in violation of AlA Services' Articles of Incorporation and a fraudulent acl In general). then explain
10 him how the balance is S10M. that the loan is In technical default and that AlA Insurance will not be paying the
loan if Reed lakes control and that Lancelot would likely have claims against Hawley Troxell at thallime (should it
elect). Explain to Mr. Crark how Richard Riley and the olher lawyer at your finn assisted AlA Services In pledging
its sole significant remaining assel to Crop USA {and assisled in having the Mortgage issued only to AlA Services
when AlA Insurance should have at the minimum been Yz owner}. ExplaIn to Mr. Clark the detaits of Ihe Joint
Defense Agreemenl a/kJa the aIding and abetting agreement. Explain to Mr. Clark how RIchard Rirey issued an
opinlon leller to Reed and you are now tying to disingenuously argue the S8.5 Million 1s not owed to him. Explain
\0 Mr. Clark how John Taylor and the others fraudulenlly conveyed $1.5 M 10 Crop USA and you have been
defending the conveyance on baseless argumenls, I.e., an appraisal done exclusively for the purposes of valuing
shares for a 401 (k}_ .. shares that everyone knows were truly worthress then and are worthless now. Explain 10
Mr. Crark that even if the illegality argument had merit, Donna Taylor and Reed Taylor wouTd be suing Hawley
Troxell (and Rtchard Riley) In such an instance regardless of any circumstances. Explain to Mr. Clark how Reed
and Donna Taylor and Ihe disinterested shareholders have been gelling screwed so that you can slay on as
counsel. Explain how AlA Services Is Insolvent and that the duties of your representation are 10 Reed in light of

S/8/2008
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the insolvency 10 protect AIA·s assets (you can still make your lame waiver arguments, but still protect the
assets). ExplaIn to Mr. Clark how you conUnued to represent al[ of the corporations and take directions from John
Taylor and other interested partfes when you Imew the assets, employees and money were being looted from
AlA. Allow Mr. Clark to review all the documents In your possessIon, IncludIng the alleged privilege Information
that Reed will tikely never see. Explain to Mr. Crark how the Court has already found that AlA Services Is In
default and that when Reed lakes over AlA Insurance he will be asking to see alt the files and to speak with alt the
aHomeys at your firm_ ExplaIn to Mr. Clark how no ~true~ Independent shareholder approval was ever obtained
for your representation. leL alone any full and fair disclosure. Explain to Mr. Clark how under your guidance AlA
has stopped paying Reed and Donna Taylor, when they are the only people possibly entlUed to Ihe remaIning
assets of AlA. Explain 10 Mr_ Clark all of Ihe various transactions and alleged waivers that I presume are
contained in the Joint Defense Agreement that were never obtained through separate counsel for each
corporation nor were obtained by lndependent parties or shareholders. Explain to Mr. Clark. how up through
John's last deposilion, AlA was fooUng the b[lJ for Crop USA's defense and the IndivIdual directors, who all should
be gelling sued by AlA. Explain to Mr. Clark how ArA should be suing John and others, but is not to the detriment
of Reed and Donna Taylor. Finally, explain to ML Clark how Hawley Troxell has now retained counsel for itself
and you, which creates a new conflict of interest as you and your clients now have diverging interests. I could go
on and on. but you have plenty of information on hand (includlng Significant information we have never seen and
the information detailed above). I feel confident that Mr. Clark would ask what the world you were thinking after
only reading a few of the above points.
In closing, IT [S NOT MY OBLIGATION TO POINT OUT TO YOU YOUR ETHICAL VIOLATIONS, IT IS YOU
AND YOUR FIRMS' DUTIES. You have no legitimate arguments to make (even 'he disingenuous alleged
ilIegaJTty argument won't save you, think about it). You know it, so you are trying (0 figure out a graceful way out.
The only problem was that your graceful way out was !n May 2007 when I senl you the leHer first detailing some
of your problems. Not only did you ignore thai letter and other warnings, but you proceeded to go further and
represent Crop USA. You were blinded by greed and Ignored my warnings for reasons only known to you, John
Ashy and the others (and when I say you, I mean all of law firms on your side. except for Mr. Gtttins}. Now you
know I was right, but it Is too [ate. However, the ball is still in your court (and the other allomeys in this action) 10
finally slep up to the plate and acknowledge your ethical problems. The next writing you will see from- me or this
office regarding this Issue will be Reed's Motion and the supporting affidavits. I will not be responding further.
Again. i am sony to have to be so blunt, but there Is no other way to handles this issue. Put yourself if Reed's
posItion. How would you feel? I am only the messenger... the same messenger you and the other attorneys (not
Mr. Gittins' firm} on this case have been ignoring for the pas116+ months. Thank you.
BTW, you might want to forward this email to your attomey as it would probably be helpful for him_
Rod
By: Roderick C. Bond
Smith. Cannon & Bond PLLC
50B Eighth st.
Lewiston, 10 835D1
Tel: (208) 743-9428
Fax: (208) 746-8421
E!lli.@scblegaT,com
This email and any allachments may contain confidential andlor !egally privileged information, which only the
authorized reciplent may receive and/or view. If you are not an intended recipient, please prompUy delete this
message and contacL the sender at the above address_ Thank you.
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Gary Babbitt
From:

Rodertc..'<c C. Bond [rod@scblegal.com]

SenL:

Wednesday. August 06. 2008 11 :48 AM

To:

Harper. Chalies E.; Galzlotis. James J.; Gary Babbitt; John Ashby; mmcnlchols@clbrmc.com

Cc:

rjl@lewistondsl.com; Mike Elssell; Jack R. Ultle; David A. Gittins

Subject:

RE: Taylor v. AlA ServIces. at al.

Attachments: 1-18-07 Email from James Galzlolls.pdf; 2-1-07 Email from Jim Gatziotls.pdf; 2-1·07 Letter from ATA Duclos.pdf

Hi Mr. Harper.
TIlank you fOT your email. Tho opinion latter rererenced In your below email Is exactly one of the reasons why you cannot
represent lha par1les. You cannot represenl AlA In that lransactlon (which was a violation of AlA Services' articles of
Incorporallon by the way) as thai transaction Is related 10 tho claIms In Ihe present litigation. You amI your firm havo a duty to
discfose all informatlon that you obtained through the reprosentatfon should be disclosed to Independent counsel and/or
Independent directors or shareholders approval. Ills no secml that Crop USA was AlA. came from AlA. and has been operated
using AlA's assets and employees. with the asslstanco of Quarles Brady.
Most lmpor1anlly. however. is your finns' direct representation of AlA in this action. Attached Is a leller daled February 1. 2007.
signed by JoLee Duclos. This lelter was emaited Lo me by James GatzIotis on February 1. 2007. This [alter also has lho stamp
at tim bollom of the page Indicating that ft came from Quarles Brady's documenl management system. Atlached Is also an emall
from Jim Galzlolis dated January 18. 20Q7. Your firm representing AlA and tho altached documents provo it. I am confident that
JoLee Duclos would confirm where Iho document camo from and how SilO (or someone else) photocopiad onlo AlA letterhead (il
you review the leiter. you can see lhal it was not printed dimctly on to AlA's letterhead). There are other exampres, but I am sure
that you are well aware of them already.
Obviously, Ihe facL that you are admitled through Hawley Troxell and have reviewed AlA documents. etc. creates yet an
additional problem. Ey the way. Is your firm referenced In the JoInt Defenso Agreement. Sooner or later Reed w[/I see a copy of
that agreement when he ultimalely takes control of AlA Insurance. at which Hme he will obviously be wanting to speak with your
firm and see your files on AlA Insurance (we aU know that you don't Issue opInion lell ers and represent parties in lillgation without
obtainlng documents and speaking with John Taylorandlorothers).
Miko M., my tast emallto Gary Babbitt applies to you In most of the examples provided, excepl YOLl also dropped AlA Services
and AlA Insurance as cHents like -hot potatoos- (0 represent John Taylor In vlofation of the rules of profeSSional conduct. Reed
will also request for you and your firm 10 be disqualified.
Although I beliove that I have been clear and provided you all a fair opportunity to do the right thIng, I want to be dear 10
everyone Involved thaL Reed will file motions to disqualify Mike McNichOlS and his firm; Gary Babbitt. John Ashby and their firm;
and Jim GatzIolis. you and your finn {l.a.• all or the remalning attorneys except for David Gittins).
Uke my email to Gary Babbitt and John Ashy. 1 am nol going 10 respond further on thIs Issue and I am not going 10 go through

you and yourfinns· ethlcal violations. Finally, like my email to Gary Babbitt and Johf'l Ashby. 1 really don't enjoy having to send
thesa emalls. but my obligation 1s my client and not to you.
Thank you.

Rod

From: Harper, Cl1arles E. [mallto:OiARPER@quarles.com]
Sent: Tuesday, August OS, 2008 1:04 .PM
To: Roderick C. 6ond; Gatzlolls, James J.; Gary Babbitt; John Ashby; mmcnlchols@dbrmc.com
Cc: rjt@lewlstondsl.com; Mike Bissell; Jack R, utUe; Ned A. Cannon
Subject: RE: Tayror v. AlA Services, et al.
Dear Mr. Eond:
The only representation of AlA by Quartos & Brady that I am aware oris the opfnlon leiter or October 27.2006. thal we provided
to Lancelot Investors Fund. LP. and to AGM. LLC ("Secured Lenders~). as special counsel to Crop USA Insuranco- Agency. Inc.
("Borrower"). AlA Insurance. Inc. ["Corporate Guaranlor"}. and R. John Taylor ("Porsonal Guarantor"). That opInion felter was
dolivered to Secured Lenders In connection wilh a loan made by tlmm to Crop USA and guaranleed by AlA Insuranco and Mr.
Taylor. and to my knowledge thls firm has not represented AlA Insurance since then.
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We take all alfegatlons of conlltct seriously, but under the circumstances outlined above. we are having diffTculty understanding
your analysis that tho stngie representation or AtA Insurance described above conOicts Quar1es & Brady from continuing to
represent Crop USA In this litigation. particularly since we havo never represented any party other than Crop USA In this
litigation. Before you file your moUon 10 disqualify with respoct to Quarfes & Brady (and In light of Ihe extremely short deadline
imposed by your email). we ask that you send us any additional facts, case citations or ethical rules supporting your analysis. so
Ihat our n~sponse is basad upon an accurate understanding of yourpositlon.
Regards.
CMartes

From: Rodenck C. Bond [mallto:rod@sc:blegal.com]
Sent: l"Ionday, August 04, 2008 6:17 PM
To: Harper, Charles E.; GatzJo[is, James J.; Gary Babbitt; John Ashby; mm01lcho[s@dbrmc..com
Cc: rjt@lewlstondsl.com; Mtke Bissell; Jack R. Uttle; Ned A. cannon
Subject: Taylor v. AlA Services, et al.
Mr. Harpor.
Thank you for your email. I understand your posUion. but it appears that Jim Gatzlo1is has nol advised you of your firm's work on
this case on qehalf of ATA. He can point the documents out La you (aLleast the documents I am aware or anyway. as I am sure
there aro others I will never see). I propose that you speak with Jim and revisit your email 10 me. Again. if you decide La slay on
tho case. I wilt bring a moHon 10 disqualify. supply expert affidavits. and attach relevant documents. Please advise me If a motion
will bo necessary and I will proceed accortHngly. Thank you.
Rod

By: Roderrck C. Bond
Smith. Cannon & Bond PLLC
508 Eighth st.
Lewiston. ID 83501
Tel: (20e} 743-9428
Fax: (206) 746-8421
rod@scblegaJ..mm
TIlls ama!! and any attachments may conlaln confidential andior legally privileged informalion. which only tho authorized reCipient
may receive andlorv1ow. II you ara not an Inlended reclpient. please promptly delete this message and contact the senderat tho
abovo address. Thank you.

This e1ectronic mail transmission and any attachments are confidential and may be privileged.
They shou1d be read or retained on1y by the in~cnded recipient.
If you have received thiD
transmission in error. please notify the sender immediately and delete the trans~ssion from
your syntem.
In addition. in order to comp1y with Treasury Circular 230. we are required to
inform you that unleaD we have specifica1ly stated to the contrary in writing. any advice we
provide in this emai1 or any attachment concerning federal tax issues or sub~ssiong is not
intended or written to be used, and cannot be used, to avoid federal tax penalties.
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208)342-3829

877 Main Street, Sullo 1000
P.O. Box 1617
Boise. ldaho 83701-1617

(208) 344-6000 Fax (208) 342-3829
\...../\v hteh com
GARY D. BABBI1T
AoI\.'IllTED TO PRACTICE tAW IN IDAHO
EMAIL: GOB@HTEH.COM
DtR£CT ~ Z0fh38a-4820

August 4, 2008

Rodelick C. Bond
Ned. A Cannon
Smith, Cannon & Bond PLLC
50S Eighth Street
Lewiston. Idaho 83501
Re:

Viae-mail

Reed J Taylor v. AM Services Corporafion et al

Dear Rod:

This letter acknowledges receipt of your email of August 3, 2008, in which you advise
that your client h.as directed you to file a motion to disqualify defense counsel, including Hawley
Troxell. To date. your and lVir. BisseU's generalized allegations concerning supposed conflicts
of interest (including, without limitation, the non-specific and conc1usory assertions in Mr.
Bissen's fuly 21, 2008 letter) have failed Lo provide any specific facts or applicable authorities
that would SUppOlt a motion Lo disqualifY Hawley Tloxell as defense counsel, despite our
previous requests of both you and MI_ Bissell 10 do so.
I once agaill request that you immediately provide, for eaeh claim on which you intend to
base your disqualification .motion as it pertains to Hawley Troxell. the 10Uowing infOIUlation (0
enable a proper evaluation OfyOUI charges and an informed decision whether the fiun should
withdraw from our cuuent representation:
the ccmplete factual basis for each claim, including dates and individuals
involved
•

the legal basis and gmunds for each claim.

..

the identity of each witness you believe supports each claim

..

a description and/or copy of aU documents you believe support each claim

...

a copy of any evaluation or report by ethics attorneys/professors, including the
:factual bases and documentation on which those persons rely in reaching their
conclusions

EXHIBIT __\-\-,,--,,--_~
__
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(208)342-3829

Roderick C. Bond
Ned A. Cannoll
August 4, 2008
Page 2
This informatioll is needed immediately in order to meet your Wednesday deadline to advise you
of our decision.

Sincerely.

c-=

HAWLEY TROXELL ENNIS & HAWLEY LLP

~~~~
Gary D. Babbitt

GDB/mag
cc:

J.Vfichael S. Bissell
Michael McNichols
James Gatziolis

AFFIDAVIT OF GARY D. BABBITT IN SUPPORT OF AlA'S PETITION FOR
COURT APPOINTED INDEPENDENT INQUIRY PURSUANT TO IC § 30-1-743
AND IC § 30-1-8744
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DAVID R. RISLEY
RANDALL, BLAKE & COX, PLLC
P.O. Box 446
1106 Idaho Street
Lewiston, Idaho 83501
(208) 743-1234
(208) 743-1266 (Fax)
ISB No. 1789
IN THE DISTRICT COURT OF THE SECOND JUDICIAL DISTRICT OF THE
STATE OF IDAHO, IN AND FOR THE COUNTY OF NEZ PERCE
)
)
)
)
Plaintiff,
)
v.
)
)
AIA SERVICES CORPORATION, an Idaho )
Corporation; AlA INSURANCE, INC., an Idaho )
Corporation; R. JOHN TAYLOR and CONNIE )
TAYLOR, individually and the community )
property
comprised
thereof;
BRYAN)
FREEMAN, a single person; JOLEE DUCLOS, )
a single person; CROP USA INSURANCE )
AGENCY, INC., an Idaho Corporation; and )
JAMES BECK and CORRINE BECK, )
individually and the community property )
)
comprised thereof,
)
)
Defendants.
)
)
CONNIE W. TAYLOR and JAMES BECK,
)
Counterclaimants,
)
)
v.
)
)
REED J. TAYLOR, a single person,
)
)
Counterdefendant.
)
)
REED J. TAYLOR, a single person,

CASE NO. CV07-00208

NOTICE OF APPEARANCE
FOR:
DEFENDANTS CONNIE TAYLOR, JAMES
BECK AND CORINNE BECK
and
COUNTERCLAIMANTS
CONNIE W. TAYLOR AND JAMES BECK

Randall, Blake & Cox, PLLC

NOTICE OF APPEARANCE-Page 1 of 4

A TTORNEYS AT LA W

P.O. Box 446
Lewiston, ID 83501

2~51

1

2
3

The appearance of Defendants, CONNIE W. TAYLOR, and JAMES BECK and

4

CORRINE BECK, individually and the community property comprised thereof, and

5

Counterclaims, CONNIE W. TAYLOR and JAMES BECK, is hereby entered in the above-

6
entitled action through the undersigned attorneys. You are directed to forward further pleadings
7

8
9

and papers, except process, upon the said attorneys at their address stated above.
DATED this 15 th day of August, 2008.

10

RANDALL, BLAKE & COX, PLLC
Attorneys for Defendants Connie Taylor,
J ames Beck and Corrine Beck, and
Counterclaimants Connie W. Taylor and
James Beck

11

12
13
14
15
16
17

18

19
20
21

22
23
24
25
26
27

28

NOTICE OF APPEARANCE-Page 2 of 4

Randall, Blake & Cox, PLLC
A TTORNEYS AT LA W
P.O. Box 446
Lewiston, ID 83501

1
2

3
4

5
6

7

8

CERTIFICATE OF MAILING
I certify that on August 15, 2008, at my direction, the foregoing Notice ofAppearance was
served on the following in the manner shown:
Counsel for Plaintiff: (copy)
Roderick C. Bond
Smith, Cannon and Bond, PLLC
508 8th Street
Lewiston, ID 83501

9
10
11
12

Counsel for Plaintiff: (copy)
Michael S. Bissell
Campbell, Bissell & Kirby, PLLC
7 South Howard Street, Suite 416
Spokane, WA 99201-3816

[

] / US. Mail, Postage Prepaid
[v1 Hand Delivery
[ ] Facsimile (208) 746-8421
[ ] Overnight MaillFederal Express
[ ] Email (rod@scblegal.com)

[0 us.
[

]

[
[

]
]

[v1'

Mail, Postage Prepaid
Hand Delivery
Facsimile (509) 455-7111
Overnight Mail/Federal Express
Email (mbissell@cbklawvers.com)

13

14

15

16
17

18
19

20
21

22

Counsel for AIA Services Corporation,
AIA Insurance, Inc. and Crop USA: (copy)
US. Mail, Postage Prepaid
Gary D. Babbitt
D. John Ashby
[ ] / Hand Delivery
Hawley Troxell Ennis & Hawley, LLP
[ vi Facsimile (208) 342-3829
877 Main Street, Suite 1000
[ ] Overnight Mail/Federal Express
[ ] Email (gbd@hteh.com&iash@hteh.com)
P.O. Box 1617
Boise, ID 83701-1617

[v(

Counsel for Crop USA Insurance: (copy)
James J. Gatziolis
Charles E. Harper
Quarles & Brady, LLP
500 West Madison Street, Suite 3700
Chicago, IL 60661-2511

[v( US. Mail, Postage Prepaid
[

] / Hand Delivery
Facsimile (312) 715-5155
] Overnight Mail/Federal Express
] Email (charper@quarles.com&ijg@quarles.com)

[v1
[
[

23
24
25

26
27

Counsel for R. John Taylor: (copy)
Michael E. McNichols
Clements, Brown & McNichols
321 13th Street
P.O. Box 1510
Lewiston, ID 83501

[

] / U.S. Mail, Postage Prepaid
[v1 Hand Delivery
[ ] Facsimile (208) 746-0753
[ ] Overnight Mail/Federal Express
[ ] Email (mmcnichols@cIbrmc.com)

28

NOTICE OF APPEARANCE-Page 3 of 4

Randall, Blake & Cox, PLLC
A TTORNEYS AT LAW
P.O. Box 446
Lewiston, ID 8350 I

1

2

3
4

5
6

CERTIFICATE OF MAILING (Continued)
Counsel for Duclos and Freeman: (copy)
David A. Gittins
Attorney at Law
843 Seventh Street
Clarkston, W A 99403

[0 u.s.
[

]

[
[

]
]

[ %'

Mail, Postage Prepaid
Hand Delivery
Facsimile (509) 758-3576
Overnight Mail/Federal Express
Email (david@gittinslaw.com)

7
8

9
10

11
12
13
14
15
16

17
18

19
·20

21
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24
25
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27
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Randall, Blake & Cox, PLLC

NOTICE OF APPEARANCE-Page 4 of 4

ATTORNEYS AT LAW

P.O. Box 446
Lewiston, fD 8350 J

Charles A. Brown
Attorney at Law
324 Main Street
P.O. Box 1225
Lewiston, ID 83501
208-746-994 7
208-746-5886 (fax)
ISB # 2129
CharlesABrown@cableone.net
Attorney for Intervenor, 401(k) Profit Sharing Plan
of the AlA Services Corporation.
IN THE DISTRICT COURT OF THE SECOND JUDICIAL DISTRICT OF
THE STATE OF IDAHO, IN AND FOR THE COUNTY OF NEZ PERCE
REED J. TAYLOR, a single person,

)
)
Plaintiff,
)
)
v.
)
)
AlA SERVICES CORP., an Idaho
)
corporation; AlA INSURANCE INC., an Idaho )
corporation, R. JOHN TAYLOR and CONNIE )
T AYLOR, individually and the community
)
property comprised thereof; BRYAN
)
FREEMAN, a single person; JOLEE DUCLOS,)
a single person; CROP USA INSURANCE
)
AGENCY, INC., an Idaho Corporation; and
)
JAMES BECK and CORRINE BECK,
)
individually and the community property
)
comprised thereof;
)
)
)
Defendants.

Case No. CV 2007-00208

MOTION BY THE 401(k) PROFIT
SHARING PLAN OF AlA SERVICES
CORP. TO INTERVENE AND
MEMORANDUM OF LAW
IN SUPPORT THEREOF

----------------------------)
AlA SERVICES CORPORATION, an Idaho )
corporation; and AlA INSURANCE, INC., an )
)
Idaho corporation,
)
Counter-Claimants,
)

MOTION BY THE 401(k) PROFIT SHARlNG PLAN
OF AlA SERVICES CORP. TO INTERVENE AND
MEMORANDUM OF LAW IN SUPPORT THEREOF- 1

Charles A. Brown, Esq.
P.O. Box 1225/324 Main St
Lewiston, Idaho 83501
208·746-9947/208-746-5886 (fux)

v.
REED J. TAYLOR, a single person,
Counter-Defendant.

)
)
)
)
)
)

----------------------------)
CONNIE W. TAYLOR and JAMES BECK,
Counterclaimants,
v.
REED J. TAYLOR, a single person,
Counterdefendant.

)
)
)
)
)
)
)
)
)

COMES NOW the intervenor, 401(k) PROFIT SHARJNG PLAN OF AIA
SERVICES CORPORATION, by and through its attorney, Charles A. Brown, and moves the aboveentitled Court, pursuant to LR.C.P. 24, for an order allowing it to intervene in the above-entitled
matter.

I. - INTRODUCTION
J oLee K. Duclos is the sole Trustee ofthe 401 (k) Profit Sharing Plan of AIA Services
Corporation, hereinafter referred to as the 401 (k) plan. The 401 (k) plan was initiated in 1978, and
Randall & Hurley, Inc., located in Spokane, Washington, is the administrator. Attached to the
Affidavit of JoLee K. Duclos, Trustee, is a listing ofthe participants ofthe 40 1(k) plan, which sets
forth the shares of AIA Services Corporation that each participant holds through the 401 (k) plan, the
approximate value of said shares, and the percent of said shares, with said percent being a reflection
of the total number of shares owned by the 401(k) plan. Due to the fact that the 40 1(k) plan owns
a substantial number of shares of AIA Services Corporation, the value ofthose shares can or will be
directly impacted by the outcome ofthe above-entitled litigation. As a result ofthe above, the 401 (k)
plan has an interest in the above-entitled litigation which is distinct and separate from that of any of
the above-named litigants.

MOTION BY THE 401(k) PROFIT SHARING PLAN
OF AlA SERVICES CORP. TO INTERVENE AND
MEMORANDUM OF LAW IN SUPPORT THEREOF- 2

Charles A. Brown, Esq.
P.O. Box 1225/324 Main St
Lewiston, Idaho 83501
208-746-9947/208-746-5886 (fax)

II. - STATEMENT OF FACTS
As this Court is fully aware and as is indicated by the above Court heading, there are
interests of multiple individuals and corporations which are affected by the pending action. The
pending action has claims and counterclaims, all of which contain a myriad of allegations. In
addition thereto, within the last week, additional complaints have been lodged with the aboveentitled Court, specifically, ReedJ Taylorv. MichaelE. McNichols, Clements, Brown &McNichols,

P.A., Case No. CV08-01763, and Reed J Taylor v. Gary D. Babbitt, D. John Ashby, Patrick V
Collins, Richard A. Riley, Hawley Troxell Ennis & Hawley LLP, Case No. CV 08-01765, all of
which have their genesis in the above-entitled matter. The interests of AIA Services Corporation
is obviously at issue, and, thus, the value of the shares of AIA Services Corporation also becomes
an issue that will be impacted by the pending litigation. The attachment to the affidavit of JoLee K.
Duclos, the sole Trustee of 401 (k) Profit Sharing Plan of AIA Services Corporation sets forth
multiple names of individuals which will be impacted by the pending litigation, and in the multitude
of complaints, counterclaims, and off-shooting lawsuits, no one can or could state that they have the
interests of the 401(k) plan as their priority, or the focus of their efforts.

III. - ARGUMENT
Subsection (a) of Rule 24 ofthe Idaho Rules of Civil Procedure sets forth the test for
intervention:
Upon timely application anyone shall be permitted to intervene in
an action: ... (2) when the app licant claims an interest relating to the
property or transaction which is the subject of the action and the
applicant is so situated that the disposition of the action may as a
practical matter impair or impede applicant's ability to protect that
interest, unless applicant's interest is adequately represented by
existing parties.
Subsection (b) of Rule 24 ofthe Idaho Rules of Civil Procedure sets forth the test for
permissive intervention:
Upon timely application anyone may be permitted to intervene in
an action: '" (2) when an applicant's claim or defense and the main
action have a question oflaw or fact in common. . .. In exercising its
discretion the court shall consider whether the intervention will
unduly delay or prejudice the adjudication ofthe rights ofthe original
parties.

MOTION BY THE 40 1(k) PROFIT SHARING PLAN
OF AlA SERVICES CORP. TO INTERVENE AND
MEMORANDUM OF LAW IN SUPPORT THEREOF- 3

Charles A. Brown, Esq.
P.O. Box 1225/324 Main St.
Lewiston, Idaho 83501
208-746-9947/208-746-5886 (fax)

"It is well established that the detennination to allow substitution or pennissive

intervention is discretionary with the district court." Rodriguez v. Oakley Valley Stone, Inc., 120
Idaho 370, 377, 816 P.2d 326 (1991) (citing WRIGHT AND MILLER'S authoritative Federal
Practice and Procedure). In addition, n[t]his Court has consistently adhered to the view that the

statutes providing for intervention should be given a liberal construction." Herzog v. City of
Pocatello, 82 Idaho 505, 509, 356 P.2d 54, 55-56 (1960) (noting that the federal case law

interpreting the identical federal rule has consistently held that the rule should be "construed with
great liberality") (quoting Western States Machine Co. v.

s.s. Hepworth Co., 2 F.R.D. 145, 146

(E.D.N.Y. 1941»; cf Wash. State Bldg. & Const. Trades v. Spellman, 684 F.2d 627,629-630 (9th
Cir. 1982) (noting that "Rule 24 traditionally has received a liberal construction in favor of
applicants for intervention" and finding abuse of discretion to refuse intervention of interest group
that had proposed initiative that was being challenged as unconstitutional).
In the present case, intervention is appropriate. Counsel for the Intervenor is not
asking for a change of calendaring in any manner, but as the case evolves (further) he will then seek
to address issues before the Court on an item-by-item basis.
The Herzog case has important similarities to this case and is illustrative of how Idaho
courts liberally allow intervention. In Herzog, the Idaho Supreme Court reversed the lower court's
denial of a motion to intervene. 82 Idaho at 510, 356 P.2d at 57. The case involved a lawsuit
challenging the City of Pocatello's refusal to grant a zoning change that would allow for the
development of a service station. Concerned neighbors moved to intervene, indicating that the
zoning change would cause them pecuniary damage. The court noted that cities and villages have
the exclusive power to enact zoning regulation. !d. at 510,356 P.2d at 56. The court, however,
noted that the adjoining property owners had a statutory right to be heard and therefore had
"sufficient interest in the matter in litigation to entitle them to intervene."

ld., see also,

Amalgamated Sugar Co. v. Johanns, 2006 WL 2583706, *2 (D. Idaho 2006) ("[Intervenor's] interest

in the matter presents common questions of law and fact. [Intervenor's] interest in the USDA's
approval of their purchase of assets from Pacific Northwest Sugar Company and the resulting
transfer of the market allocation is the very transaction challenged by Plaintiff in this action. The
outcome ofthis action has direct and substantial implications on [Intervenor] which are distinct from
those of the named Defendants.").
MOTION BY THE 401(k) PROFIT SHARING PLAN
OF AlA SERVICES CORP. TO INTERVENE AND
MEMORANDUM OF LAW IN SUPPORT THEREOF- 4

Charles A. Brown, Esq.
P.O. Box 1225/324 Main st.
Lewiston, Idaho 83501
208-746-9947/208-746-5886 (fax)

IV. - CONCLUSION
As explained above, intervention is appropriate as the intervenor's request herein
contains a common question of law and facts, and the intervenor requests that this Court grant its
motion to intervene.
--t)

RESPECTFULLY SUBMITTED on this __ day of August, 2008.

LLJ,JdL

Charles A. Brown
Attorney for Intervenor, 401(k) Profit
Sharing Plan for the AIA Services
Corporation

MOTION BY THE 401(k) PROFIT SHARING PLAN
OF AlA SERVICES CORP. TO INTERVENE AND
MEMORANDUM OF LAW IN SUPPORT THEREOF- 5

Charles A. Brown, Esq.
P.O. Box 1225/324 Main St.
Lewiston, Idaho 83501
208-746-99471208-746-5886 (fax)

I, Charles A. Brown, hereby certify that a true and correct copy of the foregoing was:

dY/
D
D
D
D
D

aV
D
D
D
D
D

[Q/
D
D
D
D
D

mailed by regular fIrst class mail, and deposited
in the United States Post Office to:
sent by facsimile to:
sent by facsimile and mailed by regular fIrst
class mail, deposited in the United States Post
Office to:
sent by Federal Express, overnight delivery
hand delivered to:
Emailed to: rod@scblegal.com

Roderick C. Bond, Esq. @ 746-8421
Ned A. Cannon, Esq.
Smith, Cannon & Bond, PLLC
508 Eighth Street
Lewiston, ID 83501

mailed by regu1ar fIrst class mail, and
deposited in the United States Post Office to:
sent by facsimile to:
sent by facsimile and mailed by regular fIrst
class mail, deposited in the United States Post
Office to:
sent by Federal Express, overnight delivery
hand delivered to:
Emailed to: mbissell@cbldawyers.com

Michael S. Bissell, Esq. @ 509-455-7111
Campbell, Bissell & Kirby, PLLC
416 Symons Building
7 South Howard Street
Spokane, W A 99201

mailed by regular fIrst class mail, and deposited
in the United States Post Office to:
sent by facsimile to:
sent by facsimile and mailed by regular fIrst
class mail, deposited in the United States Post
Office to:
sent by Federal Express, overnight delivery to:
hand delivered to:
Emailed to: mmcnichols@clbrmc.com

Michael E. McNichols, Esq. @ 746-0753
Bentley G. Stromberg, Esq.
Clements, Brown & McNichols, P.A.
321 13th Street
P.O. Box 1510
Lewiston, ID 83501

mailed by regular fIrst class mail, and deposited
in the United States Post Office to:
sent by facsimile to:
sent by facsimile and mailed by regular fIrst
class mail, deposited in the United States Post
Office to:
sent by Federal Express, overnight delivery
hand delivered to:
Emailed to: gdb@hteh.com & jash@hteh.com

Gary D. Babbitt, Esq. @ 208-342-3829
D. John Ashby, Esq.
Hawley Troxell Ennis & Hawley LLP
877 Main Street, Suite 1000
P.O. Box 1617
Boise, ID 83701-1617
[Attorneys for Defendants AIA Services
Corporation, AIA Insurance, Inc., and CropUSA
Insurance Agency]

[Attorneys for Plaintiff]

[Attorneys for Plaintiff]

[Attorneys for Defendant R John Taylor]

//

Q/

D
D
D
D
D
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P.O. Box 1225/324 Main St.
Lewiston, Idaho 83501
208-746-9947/208-746-5886 (fax)

elY
0
0
0
0
0

ct{
0
0
0
0
0
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0
0
0
0
0
on this

mailed by regular first class mail, and deposited
in the United States Post Office to:
sent by facsimile to:
sent by facsimile and mailed by regular fIrst
class mail, deposited in the United States Post
Office to:
sent by Federal Express, overnight delivery
hand delivered to:
Emailed to: jjg@quarles.com &
charper@quarles.com

James J. Gatziolis, Esq. @312-715-5155
Charles E. Harper, Esq.
Quarles & Brady LLP
Citigroup Center, Suite 3700
500 West Madison Street
Chicago, IL 60661-2511
[Attorneys for Defendant CropUSA Insurance
Agency]

mailed by regular fIrst class mail, and deposited
in the United States Post Office to:
sent by facsimile to:
sent by facsimile and mailed by regular fIrst
class mail, deposited in the United States Post
Office to:
sent by Federal Express, overnight delivery
hand delivered to:
Emailed to: david@gittinslaw.com

David A. Gittins, Esq. @ 758-3576
Law Office of David A. Gittins
843 Seventh Street
P.O. Box 191
Clarkston, W A 99403

mailed by regular fIrst class mail, and deposited
in the United States Post Office to:
sent by facsimile to:
sent by facsimile and mailed by regular fIrst
class mail, deposited in the United States Post
Office to:
sent by Federal Express, overnight delivery
hand delivered to:
Emailed to: David@rbcox.com

David R. Risley, Esq. @ 743-1266
Randall, Blake & Cox, PLLC
1106 Idaho Street
P.O. Box 446
Lewiston, ID 83501

P-

[Attorney for Defendants Duclos & Freeman]

[Attorney for Defendants Connie Taylor & James
and Corrine Beck]

day of August, 2008.
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Charles A. Brown, Esq.
P.O. Box 1225/324 Main St.
Lewiston, Idaho 83501
208-746-9947/208-746-5886 (fax)

I

C/
".

~

':,

Charles A. Brown
Attorney at Law
324 Main Street
P.O. Box 1225
Lewiston, ID 83501
208-746-9947
208-746-5886 (fax)
ISB # 2129
CharlesABrown@cableone.net
Attorney for Intervenor, 401(k) Profit Sharing Plan
for the AIA Services Corporation.
IN THE DISTRICT COURT OF THE SECOND JUDICIAL DISTRlCT OF
THE STATE OF IDAHO, IN AND FOR THE COUNTY OF NEZ PERCE
REED J. TAYLOR, a single person,

)
)
Plaintiff,
)
)
v.
)
)
AIA SERVICES CORP., an Idaho
)
corporation; AIA INSURANCE INC., an Idaho)
corporation, R. JOHN TAYLOR and CONNIE )
TAYLOR, individually and the community
)
property comprised thereof; BRYAN
)
FREEMAN, a single person; JOLEE DUCLOS,)
a single person; CROP USA INSURANCE
)
AGENCY, INC., an Idaho Corporation; and
)
)
JAMES BECK and CORRINE BECK,
individually and the community property
)
comprised thereof;
)
)
Defendants.
)

Case No. CV 2007-00208

AFFIDAVIT OF JOLEE K. DUCLOS,
SOLE TRUSTEE OF THE 401(k) PROFIT
SHARING PLAN OF THE AIA
SERVICES CORPORATION

------------------------------)
AIA SERVICES CORPORATION, an Idaho )
corporation; and AIA INSURANCE, INC., an )
Idaho corporation,
)
)
Counter-Claimants,
)
)

AFFIDAVIT OF JOLEE K. DUCLOS, SOLE TRUSTEE
OF THE 401(k) PROFIT SHARING PLAN OF THE
AlA SERVICES CORPORATION

Charles A. Brown, Esq.
P.O. Box 1225/3 24 Main St
Lewiston, Idaho 83501
208-746-9947/208-746-5886 (fax)

v.

)

REED J. TAYLOR, a single person,
Counter-Defendant.

)
)
)
)

---------------------------)
CONNIE W. TAYLOR and JAMES BECK,
Counterclaimants,
v.
REED J. TAYLOR, a single person,
Counterdefendant.

STATE OF IDAHO

)
)
)
)
)
)
)
)
)

)
: ss.
)

County of Nez Perce

JOLEE K. DUCLOS, being first duly sworn on her oath, deposes and says:
1.

I am JoLee K. Duclos, the sole Trustee ofthe 40l(k) Profit Sharing Plan of

the AIA Services Corporation, hereinafter referred to as the 40l(k) plan, and I make the following
statements upon my own personal knowledge and belief.
2.

The 40l(k) plan was initiated in 1978.

3.

The administrator of the 40l(k) plan is Randall & Hurley, Inc., located at

Bank of America Financial Center, 601 W. Riverside Suite 1600, Spokane, Washington, 99201.
4.

As sole Trustee of the 40l(k) plan, I hired Mr. Charles A. Brown on

August 11,2008, in order to represent the interest ofthe 401(k) plan in the above-entitled litigation.
5.

Attached hereto and incorporated herein, under seal, is a listing of the

participants of the 401(k) plan which sets forth the shares of AIA Services Corporation that each
participant holds, the approximate value of said shares, and the percent of said shares with said
percent being a reflection of the total number of shares owned by the 401 (k) plan.
6.

The 401(k) plan was commenced in 1978, and the initial Trustee was First

Security Bank. John Taylor and Lee Ann Hostetler became joint Trustees in 1999. I,
JoLee K. Duclos, substituted as Trustee for Lee Ann Hostetler in July 2001. John Taylor resigned
as Trustee on August 5, 2008.
AFFIDAVIT OF JOLEE K. DUCLOS, SOLE TRUSTEE
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Charles A. Brown, Esq.
P.O. BOl< 1225/324 Main St.
Lewiston, Idaho 83501
208-746-9947/208-746-5886 (fax)

7.

Due to the fact that the 401(k) plan owns a substantial number of shares of

AIA Services Corporation, the value ofthose shares can or will be directly impacted by the outcome
of the above-entitled litigation.
8.

As a result of the above, the 40 1(k) plan has an interest in the above-entitled

litigation which is distinct and separate from that of any of the other named litigants.
9.

Thus, it is my request as Trustee ofthe 401(k) plan that the 401(k) plan be

allowed to intervene in the above-entitled litigation, and, thus, that the Court be allowed to hear our
voice insofar as the 401(k) plan might be impacted by the above-entitled litigation.
DATED on this 22nd day of August, 2008.

SUBSCRIBED AND SWORN to before me this 22nd day of August, 2008.

~~~

(SEAL)

Notary Public f~1ffaho
Residing at
~-h I\.C
My Commission Expires on:

0~\ d~, doll
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Cbarles A. Brown, Esq.
P.O. Box 1225/324 Main St
Lewiston, Idaho 83501
208-746-99471208-746-5886 (fax)

I, Charles A. Brown, hereby certify that a true and correct copy of the foregoing was:

rn/
0
0
0
0
0

ll/
0
0
0
0
0

g/
0
0
0
0
0

E('

mailed by regular first class mail, and deposited
in the United States Post Office to:
sent by facsimile to:
sent by facsimile and mailed by regular first
class mail, deposited in the United States Post
Office to:
sent by Federal Express, overnight delivery
hand delivered to:
Emailed to: rod@scblegal.com

Roderick C. Bond, Esq. @ 746-8421
Ned A. Cannon, Esq.
Smith, Cannon & Bond, PLLC
508 Eighth Street
Lewiston, ID 83501

mailed by regular first class mail, and
deposited in the United States Post Office to:
sent by facsimile to:
sent by facsimile and mailed by regular first
class mail, deposited in the United States Post
Office to:
sent by Federal Express, overnight delivery
hand delivered to:
Emailed to: mbissell@cbklawyers.com

Michael S. Bissell, Esq. @ 509-455-7111
Campbell, Bissell & Kirby, PLLC
416 Symons Building
7 South Howard Street
Spokane, VVA 99201

mailed by regular first class mail, and deposited
in the United States Post Office to:
sent by facsimile to:
sent by facsimile and mailed by regular first
class mail, deposited in the United States Post
Office to:
sent by Federal Express, overnight delivery to:
hand delivered to:
Emai1ed to: mmcnichols@clbrmc.com

Michael E. McNichols, Esq. @ 746-0753
Bentley G. Stromberg, Esq.
Clements, Brown & McNichols, P.A.
321 13th Street
P.O. Box 1510
Lewiston, ID 83501

mailed by regular first class mail, and deposited

Gary D. Babbitt, Esq. @ 208-342-3829
D. John Ashby, Esq.
Hawley Troxell Ennis & Hawley LLP
877 Main Street, Suite 1000
P.O. Box 1617
Boise, ID 83701-1617
[Attorneys for Defendants AIA Services
Corporation, AIA msurance, mc., and CropUSA
msurance Agency]

in the United States Post Office to:

0
0
0
0
0

sent by facsimile to:
sent by facsimile and mailed by regular first
class mail, deposited in the United States Post
Office to:
sent by Federal Express, overnight delivery
hand delivered to:
Emailed to: gdb@hteh.com & jash@hteh.com
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[Attorneys for Plaintiff]

[Attorneys for Plaintiff]

[Attorneys for Defendant R John Taylor]

Charles A. Brown, Esq.

P.O. Box. 1225/324 Main St
Lewiston, Idaho 83501
208· 746·9947/208· 746·5886 (fax.)

lli
0
0
0
0
0

llf
0
0
0
0
0

at
0
0
0
0
0
on this

mailed by regular fIrst class mail, and deposited
in the United States Post Office to:
sent by facsimile to:
sent by facsimile and ffiiiiled by regular fIrst
class mail, deposited in the United States Post
Office to:
sent by Federal Express, overnight delivery
hand delivered to:
Emailed to: jjg@quarles.com &
charper@quarles.com

James J. Gatziolis, Esq. @ 312-715-5155
Charles E. Harper, Esq.
Quarles & Brady LLP
Citigroup Center, Suite 3700
500 West Madison Street
Chicago, IL 60661-2511
[Attorneys for Defendant CropUSA Insurance
Agency]

mailed by regular first class mail, and deposited
in the United States Post Office to:
sent by facsimile to:
sent by facsimile and mailed by regular fIrst
class mail, deposited in the United States Post
Office to:
sent by Federal Express, overnight delivery
hand delivered to:
Emailed to: david@gittinslaw.com

David A. Gittins, Esq. @ 758-3576
Law Office of David A. Gittins
843 Seventh Street
P.O. Box 191
Clarkston, W A 99403

mailed by regular fIrst class mail, and deposited
in the United States Post Office to:
sent by facsimile to:
sent by facsimile and mailed by regular fIrst
class mail, deposited in the United States Post
Office to:
sent by Federal Express, overnight delivery
hand delivered to:
Emailed to: David@rbcox.com

David R. Risley, Esq. @ 743-1266
Randall, Blake & Cox, PLLC
1106 Idaho Street
P.O. Box 446
Lewiston, ID 83501

[Attorney for Defendants Duclos & Freeman]

[Attorney for Defendants Connie Taylor & James
and Corrine Beck]

f..-\tay of August, 2008.

CW9J~ ~
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Charles A. Brown, Esq.
P.O. Box 1225/324 Main St
Lewiston, Idaho 83501
208-746-9947/208-746-5886 (fax)

FilED
l6)%
RODERICK C. BOND (Pro Hac Vice)
NED A. CANNON, ISB No. 2331
SMITH, CANNON & BOND PLLC
508 Eighth Street
Lewiston, Idaho 83501
Telephone: (208) 743-9428
Fax: (208) 746-8421
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MICHAEL S. BISSELL, ISB No. 5762
CAMPBELL, BISSELL & KIRBY PLLC
7 South Howard Street, Suite 416
Spokane, WA 99201
Tel: (509) 455-7100
Fax: (509)455-7111
Attorneys for Plaintiff Reed J. Taylor

IN THE DISTRICT COURT OF THE SECOND JUDICIAL DISTRICT OF THE
STATE OF IDAHO, IN AND FOR THE COUNTY OF NEZ PERCE
REED 1. TAYLOR, a single person,
Plaintiff,

v.
AlA SERVICES CORPORATION, an Idaho
corporation; AlA INSURANCE, INC., an Idaho
corporation; R. JOHN TAYLOR and CONNIE
TA YLOR, individually and the community
property comprised thereof; BRYAN
FREEMAN, a single person; JOLEE DUCLOS,
a single person; CROP USA INSURANCE
AGENCY, INC., an Idaho Corporation; and
JAMES BECK and CORRINE BECK,
individually and the community property
comprised thereof;

Case No.: CV-07-00208
PLAINTIFF REED TAYLOR'S
MOTION TO DISSOLVE
PRELIMINARY INJUNCTION AND
MOTION TO RELINQUISH
COLLATERAL

Defendants.
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Plaintiff Reed 1. Taylor ("Reed") moves the Court to dissolve the Preliminary Injunction
previously entered against him and also moves the Court for an order requiring the defendants to
relinquish possession of collateral to Reed:
I. EVIDENCE RELIED UPON

Reed's Motion to Dissolve Preliminary Injunction and Motion to Relinquish Collateral
are based upon the Court's record, Reed's Motions, the Affidavit of Steve Calandrillo, the
Affidavit ofW.H. Knight, Jr., and the Affidavit(s) of Roderick C. Bond.
II. FACTUAL BACKGROUND

On August 1, 2005, Reed's $6M Note matured. See Hearing, Ex. A. On December 12,
2006, Reed provided AlA Services with written notice of its failure to pay the $6M Note. See
Hearing, Ex. F. On February 22, 2007, Reed exercised his contractual right and voted the shares
of AlA Insurance that were pledged to him as collateral when AlA Services failed to pay all
amounts owed under the $6M Note (among other defaults). See Hearing, Ex. K.
On March 8, 2007, the Court denied Reed's Motion for Preliminary Injunction and
granted the Defendants' Motion for Preliminary Injunction against Reed (which prevented Reed
from operating AlA Insurance or contacting its employees).

See Opinion and Order on

Defendants' Motion for Preliminary Injunction, p. 7.
On May 31, 2007, the Court denied Reed Taylor's Motion for Reconsideration, but
increased the amount of the required bond for the preliminary injunction issued against Reed
Taylor to $200,000.

See Opinion and Order on Plaintiffs Motions for Reconsideration,

Preliminary Injunction and Temporary Restraining Order, p. 13.
III
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Under the terms of the Amended and Restated Stock Pledge Agreement ("Amended
Stock Pledge Agreement"), AlA Services granted Reed an irrevocable proxy and an irrevocable
power of attorney to vote, sell and/or transfer the shares of AlA Insurance. See Hearing, Ex. C,
p. 7, § 6; p. 11, § 11.2. Upon the occurrence and failure to cure a default of the $6M Note, the
authority to vote the shares of AlA Insurance rests exclusively with Reed (and AlA Services
right to vote the shares ceases). Id. at p. 7, § 6 and p. 8, § 7(a). AlA Services defaulted on its
obligations to Reed when, among other things, it failed to pay the $6M Note. See Hearing, Ex.
C, E-F.
Under the terms of the Amended and Restated Security Agreement ("Amended Security
Agreement"), AlA Services and AlA Insurance granted Reed a security interest in all of their
right, title and interest in "all commissions from the sale of insurance or related services received
by or on behalf of, or payable to ... " AlA Services and AlA Insurance. See Hearing, Ex. E, p. 2,

§ § 1-2. Under the terms of the Amended Security Agreement, events of default are determined
in accordance with the Amended Stock Pledge Agreement. See Hearing, Ex. E, p. 3, § 5. In
addition, under the terms of the Amended Security Agreement, "[a]ll rights and remedies of
[Reed] shall be cumulative and may be exercised at such times and in such order as [Reed]
determines." See Hearing, Ex. E, p. 4, § 7.3.
On November 25, 2007, Reed Taylor'S moved the Court for Partial Summary Judgment
of AlA Services' default of the Promissory Note and default under the Amended Stock Pledge
Agreement. See Reed Taylor's Motion for Partial Summary Judgment. On February 8, 2008,
the Court granted Reed Taylor's Motion for Partial Summary Judgment. See Opinion and Order
on Plaintiffs Motion for Partial Summary Judgment. A finding of a default under the terms of
PLAINTIFF'S MOTION TO DISSOLVE
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the Amended Stock Pledge Agreement also constitutes a default of the Amended Security
Agreement. See Hearing, Ex. E, p. 3, § 5.
On May 8, 2008, the Court entered its Opinion and Order denying AlA Services and AlA
Insurance's Motion for Reconsideration and granting their request for Interlocutory Appeal. See
Opinion and Order Denying Defendants' Motion for Reconsideration. On June 12, 2008, the
Idaho Supreme Court denied AlA Services and AlA Insurance's Motion for Permissive Appeal
ofthe Court's Orders granting partial summary judgment and denying reconsideration.
Over the time Reed has been enjoined, the defendants have permanently impaired the
value of AlA by among other things: (1) improperly pledging AlA Services' only significant
asset, the $1.2M Mortgage received in a recent settlement, to Crop USA; (2) improperly
transferring AlA Insurance's long-time employees to Crop USA; (3) failing to properly allocate
expenses between AlA Insurance and Crop USA; (4) improperly paying interested directors
$20,000 per year in monetary compensation; (5) improperly paying the attorneys fees for the
individual defendants without providing full disclosure and receiving the vote of disinterested
shareholders; (6) failing to properly operate AlA Insurance; and (6) failing to take legal action
against the individual defendants, Crop USA, unnamed parties and responsible attorneys for the
millions of dollars improperly andJor fraudulently transferred to Crop USA and others (including
R. John Taylor). In sum, the Defendants have taken inappropriate advantage of the preliminary
injunction that it obtained from the Court to enjoin Reed from exercising his contractual rights.
See Affidavit of Roderick C. Bond in Support of Motion to Disqualify.

On April 17, 2008, AlA Services and AlA Insurance filed a Motion for Rule 67 Deposit,
stopped paying Reed and commenced depositing the payments it was making to Reed into an
PLAINTIFF'S MOTION TO DISSOLVE
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account with U.S. Bank without consent from the Court as required. See AlA Services and AlA
Insurance's Memorandum of Law in Support of Rule 67 Motion; I.R.C.P. 67. Despite demands
by Reed's counsel, AlA Services and AlA Insurance have never noticed their Rule 67 Motion for
a hearing. See Id.; Affidavit of Roderick C. Bond in Support of Motion to Relinquish Collateral.
Reed has a perfected security interest in the commission and related receivables of AlA
Services and AlA Insurance and is entitled to possession of such funds under the terms of the
Amended Security Agreement.

See Affidavit of Roderick C. Bond in Support of Plaintiffs

Motion for Temporary Restraining Order dated March 28, 2007, Ex. 2; Hearing, Ex. E.

III. LEGAL AUTHORITY AND ARGUMENT
A.

The Court Should Dissolve The PreliminarY Injunction Against Reed And The
$200,000 Bond Held Until Further Motion By Reed.
1. The Injunction Must Be Dissolved As There Is And Was No Legitimate
Legal Basis To Enjoin Reed.

Once shares of stock have been voted, a party may not be enjoined because the vote has
already taken place. Cooper v Milam, 256 S.W.2d 196, 201 (Tex. Civ. App. 1953)("Regardless
of whether the Bank did or did not have the· right to vote the Barrett stock, conditionally or
unconditionally, it has done so and no preliminary injunction can effectively undo that which has
been done").

An injunction may only be granted in certain circumstances to a defendant.

I.R.C.P.65.
Here, Reed voted the shares of AlA Insurance on February 22, 2007, and terminated the
officers and board members of AlA Insurance and appointed himself as the sole director and
officer. See Hearing, Ex. K-L. Notwithstanding Reed's valid and warranted vote of the shares,
the Defendants were able to persuade the Court into enjoining Reed from exercising his
PLAINTIFF'S MOTION TO DISSOLVE
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contractual rights. However, over the course ofthe injunction against Reed, the Defendants have
transferred all of AlA Insurance's employees to Crop USA, inappropriately encumbered assets
of the corporations, inappropriately paid attorneys' fees for interested parties who should be sued
by AlA Insurance and AlA Services, and have otherwise not safeguarded the companies or their
assets.
Significantly, the Court granted Reed Taylor'S Motion for Partial Summary Judgment on
the default of the $6M Note and Amended Stock Pledge Agreement, which also confinns that
Reed's vote was lawful and warranted. Notwithstanding the Court's finding of default, the
Defendants have no legal basis to enjoin Reed and have refused to amicably relinquish
possession of AlA Insurance to Reed. Thus, the preliminary injunction against Reed should be
dissolved so that he may pursue his contractual rights.

2. Reed Should Be Awarded His Attorneys' Fees, Costs And Damages
Incurred for Being Wrongfully Enjoined.
The Court has provided AlA Services with every opportunity to show that it was not in
default of the $6M Note and Amended Stock Pledge Agreement, but the Court has found AlA
Services in default of the $6M Note and Amended Stock Pledge Agreement when it granted
Reed's Motion for Partial Summary Judgment.
Thus, the Court should award Reed the attorneys' fees, costs, and damages that he has
incurred for being wrongfully enjoined and order the $200,000 bond held pending Reed's fonnal
motion against the bond and responsible parties to recover applicable attorneys' fees, costs and
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damages from named Defendants. l
B.

The Court Should Order The Defendants To Relinquish Possession Of AlA
Insurance To Reed And Authorize Reed ToBeIl The Shares Of AlA Insurance.

After default, a secured party may "foreclose or otherwise enforce the claim, security
interest or. . .lien by any available judicial procedure; and [i]f the collateral is documents, may
proceed either as to the documents or as to the goods they cover." I.C. § 28-9-601(a)(1)-(2).
"After default, a secured party [m]ay take possession of the collateral. .. " I.C. § 28-9-609(a)(1).
In addition, after any event of default, a secured party may" ... require the debtor to assemble the
collateral and make it available to the secured party ... " I.C. § 28-9-609(c).
1. The Defendants Should Be Ordered Relinquish Control of AlA Insurance
To Reed.

When a right to vote shares is granted through an irrevocable power of attorney coupled
with an interest, a pledgee's right to vote the shares is irrevocable under Idaho law. I.e. § 30-1722.

A secured party may use or operate the collateral for the purpose of preserving the

collateral. I.C. § 28-9-207.
AlA Services pledged AlA Insurance as collateral for the punctual payment of the $6M
Note. See Hearing, Ex. C, p. 2, § 2. Upon a default, AlA Services expressly granted Reed the
contractual right to vote all of the shares of AlA Insurance. See Hearing, Ex. C, p. 7, § 6.
Reed's irrevocable right to vote the shares is urtrnistakably clear:
... Upon the occurrence and continuation of a Default, [AlA Services'] right to exercise
such voting rights shall immediately cease and terminate and all voting rights with
respect to [AlA Insurance] shall rest solely and exclusively in [Reed]. The foregoing
sentence shall constitute and grant to [Reed] an irrevocable proxy coupled with an
1 The $200,000 bond is insufficient to compensate Reed for the damages, attorneys' fees and costs that he has
incurred from being wrongfully enjoined. Reed will only seek damages attributable to named parties in this action
from the Court, but by doing so reserves all rights to seek damages from other responsible parties in other lawsuits.
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interest to vote the [shares of AlA Insurance] upon the occurrence and continuation of
such a Default ...
See Hearing, Ex. C. p. 7, § 6 (emphasis added).

In order to provide Reed with all rights

necessary to vote the shares and take over AlA Insurance as provided under Idaho law, AlA
Services also expressly agreed to:
... sign such additional documents relating to [AlA Insurance] as [Reed] may reasonably
request in order to provide [Reed] with the full benefit of this Agreement. [AlA
Services J hereby grants to [Reed] a power of attorney to execute any such documents as
[AlA Services'] attorney-in-fact. Such power of attorney is coupled with an interest and
shall be irrevocable until the [$6M Note has] been fully and finally paid.
See Hearing Ex. C. p. 11, § 11.2 (emphasis added).

Thus, Reed's right to vote the shares of AlA Insurance was irrevocable and authorized
pursuant to I.C. § 30-1-722. In accordance with the contractual rights expressly granted to Reed
by AlA Services, Reed exercised his right to vote all ofthe shares of AlA Insurance on February
22, 2007. See Hearing, Ex. K. In addition to the right to vote the shares, AlA Services granted
Reed the right to sell AlA Insurance upon a default. See Hearing, Ex. C, p. 9, § 9.2; see also
Hearing Ex. D.
The Court has found that AlA Services is in default of the $6M Note and Amended Stock
Pledge Agreement for its failure to pay Reed as required. Because AlA Insurance is pledged to
Reed as collateral, he is entitled to take immediate possession of it. Therefore, the Defendants
should be ordered to assemble AlA Insurance (including all assets such as vehicles, equipment
and receivables) and immediately relinquish possession to Reed.
III
III
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2. Reed Requests A Court Order Permitting Him To Sell The Shares Of
AlA Insurance In The Manner Expressly Agreed To By The Parties.
"After default, a secured party may sell, lease, license, or otherwise dispose of any or all
of the collateral in its present condition or following any commercially reasonable preparation or
processing." I.C. § 28-9-610(a).

A secured party may purchase any collateral at a public

disposition. I.C. § 28-9-61 O( c). A debtor may waive certain statutory rights and authorize a sale
of collateral. I.C. 28-9-602.
Here, AlA Services granted Reed the contractual right to sell the shares of AlA Insurance
at a pubic or private sale, and AlA Services waived its right to expedite or delay any sale. See
Hearing, Ex. C, p. 9, § 9.1. The Court has found AlA Services is in default of the $6M Note and
the Amended Stock Pledge Agreement. The Defendants have no legal right to delay or thwart
Reed's contractual right to sell the shares. Thus, the Court should enter an order authorizing
Reed to sell the shares of AlA Insurance pursuant to the Amended Stock Pledge Agreement.
3. Alternatively, Reed Requests That The Court Order Possession of AlA
Insurance Be Relinquished to Reed Pursuant to a Preliminary Injunction.
If for some reason the Court is not inclined to order the defendants to turn over AlA
Insurance to Reed under the above legal authority, then Reed requests the Court order it turned
over through a preliminary injunction under I.R.C.P. 65(e)(1)-(4), without bond, under the
authority and arguments cited in support of Reed's prior Emergency Motion, Motion for
Preliminary Injunction, Motion for Reconsideration, Motion for Temporary Restraining Order,
all affidavits in support of the foregoing motions (all of which incorporated by reference into this
Motion), and the record.
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AlA Services And AlA Insurance Should Be Ordered To Tender All Gross
Commissions And Related Receivables To Reed.

"After default, a secured party [m]ay take possession of the collateraL .. " I.C. § 28-9609(a)(l). In addition, after any event of default, a secured party may" ... require the debtor to
assemble the collateral and make it available to the secured party ... " I.C. § 28-9-609(c).
AlA Services and AlA Insurance granted Reed a security interest in "all commissions
from the sale of insurance or related services ... " See Hearing, Ex. E, p. 2, §§ 1-2. In addition,
Reed has perfected his security interest in AlA Services and AlA Insurance's funds.

See

Affidavit of Roderick C. Bond in Support of Plaintiff's Motion for Temporary Restraining Order
dated March 28,2007. A default of the Amended Stock Pledge Agreement constitutes a default
of the Amended Security Agreement. See Hearing, Ex. E, p. 3, § 5. AlA Insurance receives all
of its commissions and related receivables from Trustmark. See e.g., Hearing, Ex. AQ, p. 26.
The Court has found AlA Services in default of the Amended Stock Pledge Agreement,
which such finding also constitutes a default of the Amended Security Agreement. Thus, the
Court should order the Defendants and Trustmark to tender payment of all commissions and
related receivables payable to AlA Services and AlA Insurance directly to Reed or such
account( s) as Reed may designate.

D.

AlA Services Should Be Ordered To Tender Payment To Reed All Funds Held
By U.S. Bank And All Other Bank Accounts

"After default, a secured party [m]ay take possession of the collateraL .. " I.C. § 28-9609(a)(l). In addition, after any event of default, a secured party may" ... require the debtor to
assemble the collateral and make it available to the secured party ... " I.C. § 28-9-609(c).
III
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Here, AIA Services granted Reed a security interest in all commissions and related
receivables. See Hearing, Ex. E., p. 2, §§ 1-3.

Even though AlA Services is in default of the

Amended Stock Pledge Agreement and Amended Security Agreement, AlA Services has, in
violation of I.R.C.P 67 and the parties' agreements, inappropriately paid funds into a bank
account purportedly on Reed's behalf, even though Reed's name is not on the account.
Moreover, AlA Services has never even noted its Rule 67 Motion for hearing, yet it has stopped
paying Reed which constitutes a breach of its own alleged oral modification.
The Court should order that all funds held in U.S. Bank Account Number 1-523-59945198 be tendered to Reed immediately and credited towards accrued interest on his $6M Note.
See Bond Aff., Ex. 40. In addition, the Defendants should be ordered to relinquish all bank

accounts to Reed as the funds in those ac~ounts are also subject to Reed's security interest.

IV. CONCLUSION
The Preliminary Injunction against Reed Taylor should be dissolved, a finding made that
Reed is entitled to recover his attorneys' fees, costs and damages incurred from being wrongfully
enjoined, and the $200,000 bond should be held by the Court as security until such time as Reed
makes a motion to recover fees, costs, and damages pursuant to LR.C.P. 65.
III
III
III
III
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Next, the Court should enter an order requiring the Defendants to immediately relinquish
possession of AlA Insurance to Reed, enter an order authorizing Reed to sell the shares of AlA
Insurance, order all commissions and related receivables to be paid to Reed or accounts Reed
may designate, and order the Defendants to tender payment to Reed of the funds held by U.S.
Bank and relinquish control of all other bank accounts.
th

DATED: This 28 day of August, 2008.
SMITH, CANNON & BOND POLC
CAMPBELL, BISSELL & I)1tRBY PLLC

.
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By: /:
oderick C. Bond
Ned A. Cannon
Michael S. Bissell
Attorneys for Plaintiff Reed J. Taylor
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508 Eighth Street
Lewiston, Idaho 83501
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MICHAEL S. BISSELL, ISB No. 5762
CAMPBELL, BISSELL & KIRBY PLLC
7 South Howard Street, Suite 416
Spokane, W A 99201
Tel: (509) 455-7100
Fax: (509) 455-7111
Attorneys for Plaintiff Reed J. Taylor

IN THE DISTRICT COURT OF THE SECOND JUDICIAL DISTRICT OF THE
STATE OF IDAHO, IN AND FOR THE COUNTY OF NEZ PERCE
REED J. TAYLOR, a single person,
Plaintiff,
v.
AlA SERVICES CORPORATION, an Idaho
corporation; AlA INSURANCE, INC., an Idaho
corporation; R. JOHN T AYLOR and CONNIE
TA YLOR, individually and the community
property comprised thereof; BRYAN
FREEMAN, a single person; JOLEE DUCLOS,
a single person; CROP USA INSURANCE
AGENCY, INC., an Idaho Corporation; and
JAMES BECK and CORRINE BECK,
individually and the community property
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Plaintiff, Reed J. Taylor ("Reed Taylor"), submits this Motion to Compel the
Production of Documents from John Taylor.

I. BRIEF STATEMENT OF FACTS
This Motion is in regards to the John Taylor's responses to Reed Taylor's
Requests for Production of Documents to John Taylor ("Requests for Production"). In
response to Reed Taylor's Request for Production, John Taylor has refused to provide
relevant and discoverable documents without a valid basis. Reed Taylor now requests
that the Court enter an Order compelling John Taylor to produce documents identified
below in this Motion.
Reed Taylor served John Taylor with his Third Requests for Production on
October 19, 2007, requesting financial statements and tax returns.

See Affidavit of

Roderick C. Bond ("Bond Aff.") Ex. 43. John Taylor failed to provide any responsive
documents, even after a discovery conference was held. Bond Aff.,

~

83. Counsel for

John Taylor refuses to produce the documents which were discussed during the LR.C.P.
37 discovery conference, specifically tax returns and financial statemetns. Bond Aff.,

~

83. This Motion to Compel concerns only the request for production documents which
were the subject of the LR.C.P. 37 discovery conference and which R. John Taylor
continues to refuse to produce to Reed Taylor.

II. STATEMENT OF ISSUES
Whether Reed Taylor is entitled to an Order compelling John Taylor to produce,
pursuant to LR.C.P. 26(b)(1), relevant and discoverable tax returns and financial
statements in response to Reed Taylor's Requests for Production?
I II
I II
III
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III. LEGAL AUTHORITY
A.

Reed Taylor Attempted to Resolve This Matter Without Court Action, But
R. John Taylor has Refused to Produce Discoverable Documents.

LR.C.P. 37(a)(2) governs this motion to compel, and the rule provides as follows
in pertinent part:
(2) Motion.. .. (I]f a party, in response to a request for inspection
submitted under Rule 34, fails to respond that inspection will be permitted
as requested or fails to permit inspection as requested, the discovering
party may move for an order compelling ... inspection in accordance with
the request. The motion must include a certification that the movant has in
good faith conferred or attempted to confer with the party not making the
disclosure in an effort to secure the disclosure without court action.
Reed Taylor, through his counsel, complied with I.R.C.P. 37(a)(2) by
participating in a telephonic discovery conference with counsel for John Taylor in which
the parties discussed each of the issues that are raised below in this motion. Bond Aff.

~

83. Reed Taylor in good faith attempted to resolve this dispute without court action, but
due to John Taylor's refusal to produce relevant documents this motion is required. !d.
B.

The Documents Requested by Reed Taylor Are Discoverable in This Action.

The Idaho Rule of Civil Procedure that governs the scope of discoverable
information is broadly drafted to permit the discovery of all relevant admissible evidence
and the discovery of inadmissible evidence if it could lead to the discovery of admissible
evidence. The only limit on discovery is if the evidence sought is privileged. The rule,
I.R.C.P. 26(b)(l), provides as follows in pertinent part:
Unless otherwise limited by order of the court in accordance with these
rules, the scope of discovery is as follows: (1) Parties may obtain
discovery regarding any matter, not privileged, which is relevant to the
subject matter involved in the pending action, whether it relates to the
claim or defense of the party seeking discovery or to the claim or defense
of any other party, ... It is not ground for objection that the information
sought will be inadmissible at the trial if the information sought
appears reasonably calculated to lead to the discovery of admissible
evidence.
.
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Federal Courts interpreting the identical Federal rule have consistently held that
the rule allowed the broadest possible discovery. See, e.g., Hickman v. Taylor, 329 U.S.
495, 67 S.Ct. 385, 91 L.Ed. 451 (1947). In Hickman, the U.S. Supreme Court discussed
the scope of discovery under this rule and observed that
No longer can the time-honored cry of 'fishing expedition' serve to
preclude a party from inquiring into the facts underlying his opponent's
case.
329 U.S. at 507, 67 S.Ct. at 392. The only limitation on discovery of unprivileged
material under the rule is that it could lead to the discovery of admissible evidence, which
is such a broad standard that at the discovery stage a party may in fact engage in a fishing
expedition. See 8 Wright & Miller, Federal Prac. & Proc., sec. 2008.
For the reasons stated below, the documents requested in Reed Taylor's Requests
for Production are discoverable under I.R.C.P. 26(b)(1) and the Court should enter an
order compelling AlA to produce the requested documents.
1.

The Financial Records Of John Taylor Including Federal Income Tax
Returns And Financial Statements Are Discoverable And Broad
Discovery Is Required Based On Reed's Causes Of Action.

Broad discovery is required in this case based on the numerous causes of action
alleged by Reed Taylor. Reed Taylor's Fifth Amended Complaint includes the following
causes of action: (1) breach of fiduciary duties; (2) fraudulent transfers; (3)
misrepresentation and fraud; (4) conversion; (5) alter ego/piercing the corporate veil; (6)
director liability; and (7) breach of contract.

See Reed Taylor's Fifth Amended

Complaint.
The general rule for the discovery of a party's financial information is succinctly
stated in Metal Management, Inc. v. Schiavone, 514 F.Supp.2d 227 (D.Conn. 2007)
where the court held:
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A party's financial information can be relevant for discovery purposes if it
implicates specific elements of a claim or defense asserted in the dispute.
Metal Management, 514 F.Supp.2d at 239.

Courts routinely compel production of tax returns and other financial information
of a defendant in actions where claims are asserted for breach of fiduciary duty, fraud,
fraudulent conveyance, conversion and piercing the corporate veil (alter ego). The reason
is obvious. The financial records ofthe defendant can reflect the receipt of compensation
and property which is the result of breach of fiduciary duty, fraud, fraudulent conveyance
or conversion.

The financial records of the defendant can likewise reflect that

transactions engaged in by the defendant in relation to a corporation which the defendant
controls may justify disregarding the corporate entity because the defendant is the alter
ego of the corporation.
In Reserve Solutions, Inc. v. Vernaglia, 238 F.R.D. 543 (S.D.N.Y. 2006), the
plaintiff closely-held financial services company brought an action against a former
officer for breach of fiduciary duty and conversion. The defendant objected to a federal
magistrate's order compelling him to produce his personal income tax returns.

The

District Court held that defendant's returns were' subject to discovery to extent they
covered years during which parties had a business relationship. The court stated:
In view of the theory of the case, [defendant's] total income and its sources for the
years 2001-2004 is central to a resolution the underlying controversy, and his tax
returns for those years are very relevant to substantiate issues of material fact in
dispute regarding what constituted [defendant's] proper compensation while
associated with [plaintiff].
Reserve Solutions, Inc., 238 F.R.D. at 543.
In re Sunrise Securities Litigation, 130 F.R.D. 560 (E.D.Pa. 1989) was an action

brought by the Federal Savings and Loan Insurance Corporation ("FSLIC") arising out of
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the insolvency of a savings and loan association. The FSLIC asserted breach of fiduciary
duty claims against the defendants who were former officers and directors of the savings
and loan.

In order to discover compensation alleged to be paid in breach of the

defendant's fiduciary duties, the FSLIC sought to compel the defendants to produce their
tax returns. The District Court ordered discovery of the tax returns citing In re Reading
Tube Corp., 73 B.R. 99 (Bkrtcy.E.D.Pa.1987) which held:

Federal Rule of Civil Procedure 26(b)(1) sets forth the scope of discovery,
whether by deposition, written interrogatories or production of documents. This
rule provides that discovery may be had relating to a claim or defense of any party
"regarding any matter not privileged which is relevant to the subject matter
involved in the pending action." For discovery purposes, relevance is broadly and
liberally construed. Hickman v. Taylor, 329 U.S. 495, 67 S.Ct. 385, 91 L.Ed. 451
(1947). Information can be relevant and thus discoverable so long as the
information is reasonably calculated to lead to the discovery of admissible
evidence. 4 J. Moore, J. Lucas & G. Grotheer, Moore's Federal Practice, 'Il26.56
[1] (2d ed. 1984). The test for relevance in the discovery area is an extremely
broad one. "It is not too strong to say that a request for discovery should be
considered relevant if there is any possibility that the information sought may be
relevant to the subject matter of the action." AM International, Inc. v. Eastman
Kodak Co., 100 F.R.D. 255 at 257 (N.D.I11.1981).

***
Income tax returns may be the best source of complete and competent information
as to a party's income. In such circumstances, the courts have not been hesitant to
find that the information sought bears some relevance to the litigation.
In re Reading Tube Corp., 73 B.R. 100-101.

In Carnegie Hill Financial Inc. v. Krieger, 2001 WL 869594 (E.D.Pa. 2001), the
plaintiffs claims against two individual defendants included breach of fiduciary
obligations and waste of corporate assets.

The District Court granted the plaintiffs

motion to compel the production of the federal income tax returns of the defendants and
stated:
III
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.. .I conclude that [defendants'] unredacted Federal income tax returns for the
years 1997, 1998 and 1999 are relevant to this matter and therefore discoverable.
The information contained in those tax returns is relevant to allegations that
[defendants] ... breached their fiduciary duties by allegedly engaging in other
business activities while employed with [plaintiff] from 1997 to 1999.
Carnegie Hill Financial Inc., 2001 WL 869594 *2.

See also In re Dayco Corp.

Derivative Securities Litigation, 99 F.R.D. 616 (D.C.Ohio 1983) where the District Court

held that documents relating to allegations of mismanagement of a corporation's funds,
including personal tax returns and other financial records of one of the directors were
discoverable and should be produced. The court specifically found the director's tax
returns were reasonably calculated to lead to the discovery of admissible evidence or had
relevancy to the allegation of misuse of corporate funds.
In Constitution Bank v. Levine, 151 F.R.D. 278 (E.D.Pa. 1993), the plaintiff
alleged that the defendant had engaged in fraudulent transfers of which he was the
transferee.

The plaintiff sought to compel production of the defendant's financial

records. The court granted the plaintiff s motion to compel and stated:
Defendant has not persuaded me that his [objection] is correct given the broad
definition of relevance articulated in Fed.R.Civ.P. Rule 26. Fed.R.Civ.P.Rule
26(b)(1) provides: "Parties may obtain discovery regarding any matter, not
privileged, which is relevant to the subject matter involved in the pending action,
whether it relates to the claim or defense of the party seeking discovery or to the
claim or defense of any other party, .... "
Constitution Bank, 151 F.R.D. at 280.

In Ennist v. Shepherd, 498 N.Y.S.2d 52 (1986), plaintiff sought to pierce the
corporate veil of the defendants. In reversing the order of the trial court, the appeals
court ordered discovery of financial records and stated:
III
III
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The plaintiffs are engaged in an effort to pierce the respondents' corporate
veils, demonstrate that all of the corporate respondents are inseparable
components of a larger corporate entity, and impose liability for the
plaintiffs' alleged injuries upon all of the respondents. In furtherance of
that effort, the plaintiffs should be entitled to examine the relevant
financial records of the respondents demanded in the notice for discovery
and inspection ...
Ennist, 498 N.Y.S.2d at 53.

In Labadie Coal Co. v. Black, 672 F.2d 92 (D.C.Cir. 1982), the plaintiff also
sought to pierce the corporate veil of the defendant corporation and hold the defendant
individual personally liable. The holding of the Court of Appeals for the District of
Columbia with respect to the discovery of financial records of the defendants could not
be more clear. The court held:
The plaintiff should be allowed the fullest discovery into defendant Black's
private financial records, as well as FAI's corporate records (such as they are), to
determine facts bearing on whether F AI'? corporate existence should be ignored in
this case.
Labadie Coal Co., 672 F.2d at 100.

Accordingly, the Court should order R. John Taylor to produce copies of his
financial statements and tax returns from 1995 through the present time, as specifically
requested by Reed Taylor. See Bond Aff., Ex. 43.
2.

The Financial Records Of John Taylor Which Are Discoverable
Include Electronic Information.

Electronic information is discoverable under the recently enacted LR.C.P. 34(a),
which provides that a party may obtain discovery of "electronic and data storage devices
in any medium which constitute or contain matters within the scope of Rule 26(b) ... "
LR.C.P. 34(a). Although no reported decisions in Idaho have addressed this rule, Federal
courts interpreting the analogous Federal rules have consistently held that electronic data
is discoverable. Rowe Entertainment, Inc. v. William Morris Agency, Inc., 205 F.R.D.
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421,428 (S.D.N.Y. 2002); Playboy Enters. v. Welles, 60 F. Supp. 2d 1050, 1053 (S.D.
Cal. 1999).

III. CONCLUSION
For the reasons stated above, the Court should grant Reed Taylor's Motion to
Compel Production of Documents from R. John Taylor.
DATED: This 28 th day of August, 2008.
SMITH, CANNON & BOND PLLC
LC
CAMPBELL, BISSELL & KI

Ned A. Cannon
Michael S. Bissell
Attorneys for Plaintiff Reed J. Taylor
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RODERICK C. BOND (Pro Hac Vice)
NED A. CANNON, ISB No. 2331
S:MITH, CANNON & BOND PLLC
508 Eighth Street
Lewiston, Idaho 83501
Telephone: (208) 743-9428
Fax: (208) 746-8421
MICHAEL S. BISSELL, ISB No. 5762
CAMPBELL, BISSELL & KIRBY PLLC
7 South Howard Street, Suite 416
Spokane, WA 99201
Tel: (509) 455-7100
Fax: (509) 455-7111
Attorneys for Plaintiff Reed J. Taylor
IN TIlE DISTRICT COURT OF THE SECOND JUDICIAL DISTRICT OF THE
STATE OF IDAHO, IN AND FOR THE COUNTY OF NEZ PERCE
REED J. TAYLOR, a single person,
Case No.: CV-07-00208
Plaintiff,
v.

AlA SERVICES CORPORATION, an Idaho
corporation; AlA INSURANCE, INC., an
Idaho corporation; R. JOHN TAYLOR and
CONNIE TAYLOR, individually and the
community property comprised thereof;
BRYAN FREEMAN, a single person; JOLEE
DUCLOS, a single person; CROP USA
INSURANCE AGENCY, INC., an Idaho
Corporation; and JAMES BECK and
CORRINE BECK, individually and the.
community property comprised thereof;

AFFIDAVIT OF STEVE P. CALANDRILLO
IN SUPPORT OF PLAINTIFF REED
TAYLOR'S MOTION TO RELINQUISH
COLLATERAL AND MOTION TO
DISQUALIFY THE ATTORNEYS AND
LAW FIRMS OF HAWLEY TROXELL
ENNIS & HAWLEY LLP, CLEMENTS
BROWN & MCNICHOLS, P.A., AND
QUARLES & BRADY LLP
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I, Steve P. Calandrillo, being first duly sworn on oath, deposes and says:
1.

I am over the age of eighteen years, competent to testify in court, and

make this Affidavit based upon my personal knowledge and expertise.
2.

In 1994, I obtained a B.A. in Economics with Highest Distinction from the

University of California at Berkeley.

In 1998, I obtained a lb. from Harvard Law

School, graduating magna cum laude. I am presently a professor at the University of
Washington School of Law and am licensed to practice law in the state of Washington.
Prior to becoming a professor at the University of Washington School of Law, I served as
a law clerk to Judge Alfred Goodwin of the Ninth Circuit U.S. Court of Appeals, and
practiced corporate and commercial law with Foster Pepper & Shefelman in Seattle.
3.

I have authored numerous publications and my Curriculum Vitae

IS

attached as Exhibit A.
4.

My areas of expertise are Contr~bts>tori.t'racts Theory, Law & Economics,

Law & Medicine, and the Ninth Circuit U. S. Court of Appeals. In the past, I have taught
courses on Secured Transactions at the University of Washington School of Law. The
most recent courses that I have taught at the University of Washington School of Law are
Contracts, Law & Economics, and Law & Medicine.
S.

Based upon my education, kri6iri~dge, ~xperience, knowledge of contracts

and commercial law, my review of the Affidavit' of Roderick C. Bond in Support of
Motion to Relinquish Collateral and Motion to Disqualify Counsel (including the
attached exhibits to both Affidavits), various transcripts of the deposition of R. John
Taylor, Financial Statements of AlA Services Corporation and AlA Insurance, Inc.
:

(including the May 31, 2008 Consolidated

-

.:'

:.

-..

-'

1

Fina~~ial S{~tement),
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various pleadings filed

in the above-referenced matter (including, without limitation, the Affidavit of Roderick
C. Bond in Support of Plaintiff's Motion for Temporary Restraining Order), and various

Idaho Code Sections on Secured Transactions (including LC. § 28-9-601, et seq.) and
,; ,
,

,\.

~

<

~

•

.'"

,

Corporations (including I.C. § 30-1-722), I make the following opinions:
a. Reed Taylor has a perfected security interest in all funds derived from all
of the commissions and related services of AlA Services Corporation and AlA
Insurance, Inc.
'.1

••

b. Reed Taylor has the contractual right tovote the shares of AlA Insurance,
Inc. and the contractual right to take immediate possession of funds derived from the
commissions and related services of AlA Services Corporation and AlA Insurance,
Inc.
c. Reed Taylor is contractually entitled to sell the shares of AlA Insurance,
Inc. in accordance with the contnictual rights granted to him by AlA Services
Corporation and AlA Insurance, Inc. andany ipplihable Idaho law.
d. Reed Taylor is the most significant creditor of AlA Services Corporation
by millions of dollars.

AlA Services Corporation is insolvent based upon the

company's balance sheet as indicated in the May 31, 2008, Consolidated Financial
Statement.
e. Reed Taylor is contractually entitled to be in immediate possession of AlA
Insurance, Inc. and all funds derived from the commissions and related services of
AlA Insurance, Inc. and AlA Services Corporation.

f . The value of AlA Insurance, Inc. is being impaired by the actions of the
,

I

defendants to pay their individual attomeys fees and costs, and the individual
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defendants do not appear to be looking after the best interests of AlA Services
Corporation and AlA Insurance, Inc. by not pursuing potential claims against R.
John Taylor and others, and providing Crop USA Insurance Agency, Inc. with funds,
resources, and employees for little or no consideration.
g. AlA Services Corporation and AlA Insurance, Inc. should be pursuing
potential claims on behalf of the AlA Services Corporation and AlA Insurance, Inc.
, ; \ ':. 1.. ".; !

:.,'.

'

,

against all responsible parties, including R. John Taylor and other responsible
individuals and entities (including Crop USA Insurance Agency, Inc.) to recover any
funds wrongfully taken from the corporations.
h. Because of the significant claims of fraud and corporate malfeasance
against R. John Taylor, AlA Services C6rpc)~htioti, AlA Insurance, Inc., and Crop
USA Insurance Agency, Inc., all of the foregoing should retain separate counsel.
Even if there were not significant claims of fraud and corporate malfeasance, AlA
Insurance, Inc. should retain separate counsel because it was pledged to Reed Taylor
as collateral for the $6,000,000 promissory note and the note had not been paid on
August 1,2005, as required by its writt~Ii'thms.
1.

Because of the significant claims alleged against R. John Taylor and the

fact that Connie Taylor and James Beck are interested directors based upon the
claims against them and their ownership of shares in Crop USA Insurance Agency,
Inc., the board of directors of AlA Services Corporation should appoint an
.,'

.. ,

,"

independent and disinterested person(s) to c0l1t'rofthe litigation in this action and/or
an independent and disinterested committee appointed by disinterested board
member(s).
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DATED:

This 28'" day of August,

f

2008~ ~
Steve P. Calandrillo

SUBSCRIBED AND SWORN to before ITle thi,s 28th day of August, 2008.

~~e*e

9'Y{?~

Notary Pub Ii:&:.ashington
Residing at:
. ~&./'
My commission expirts: #- b -:::z. 0 / Z-

f'

_.',
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STEVE

P. CALANDRILLO

U. of Washington School of Law • Seattle, WA 98195-3020· (206) 685-2403· stevecal@u.washington.edu

PROFESSIONAL TEACHING EXPERIENCE:
UNIVERSITY OF WASHINGTON SCHOOL OF LAW, Seattle, W A
2000 Professor of Law (2005 -)
Washington Law School Foundation Scholar (2006-)
Associate Professor (with tenure) (2003-04)
Assistant Professor (2000-02)
Courses: law & economics, contracts, law & medicine, externships perspectives
seminar, and secured transactions. Cumulative teaching evaluations average 1.11 on a
scale of 1 to 5 (1 highest).

Service Positions:
Executive Council (2007-09; 2001-02)
Faculty Advisor, Washington Law Review (2007 - )
Faculty Senator, University of Washington (2004-06)
Chair, Clerkships Committee (2003-04)
Chair, Curriculum Committee (2002-03)
Chair, Lectureships SubCommittee (2001-02)
Coordinator, Contract Law Tutoring Program (2000-02)
Honors: Philip A. Trautman Professor of the Year Award (2003-04; 2007-08)
Nominee, U. of Washington Distinguished Service Award (2005-06)
Shidler Center for Law, Commerce & Technology Faculty Development Grant

SEATTLE UNIV. SCHOOL OF LAW, Seattle, WA
Visiting Professor of Law. Course: contract law.

Fall 2005

HARVARD LAW SCHOOL, LAW & ECONOMICS DEPARTMENT, Cambridge, MA
1997-98
John M. Olin Fellow & Teaching Fellow, Economic Analysis of the Law. Led weekly law
and economics discussion sessions. Designed curricula, presented lectures, prepared
and graded problem sets and exams. Advised students and held weekly office hours.
EDUCATION:
HARVARD LAW SCHOOL, J.D., magna cum laude'

1998

Awards: John M. Olin Fellow in Law & Economics
(published thesis, "An Economic Approach to Intellectual Property Rights," in
FORDHAM INTELLECTUAL PROPERTY, MEDIA & ENTERTAINMENT LAW JOURNAL)
Activities: HARVARD JOURNAL ON LEGISLATlO"\'l"
Certified Volunteer Income Tax Assi~~,!-pHl?oS\rd Member)

AFFIDAVIT OF STEVE CALANDRILLO

EXHIBIT

A

1995-96

BOALT HALL SCHOOL OF LAW, U.c. BERKELEY

Awards: Prosser Prize in Civil Procedure
Boalt Hall S.K. Yee Scholar
Moot Court Advocacy Award
Activities: Senior Member, ECOLOGY LAW QUARTERLY
HIGH TECH LAW JOURNAL
1994

UNIVERSITY OF CALIFORNIA AT BERKELEY

,
B.A. with highest distinction in Economics, Minorin :Business Administration
Awards: University Medal Semifinalist (top 1110 of 1% of class)
Edward Kraft Scholar in Economics
Frankhauser Scholar
Frank G. Thompson Foundation Scholar
CLERKSHIP:

1999-2000
JUDGE ALFRED GOODWIN, U.s. COURT OF ApPEALS, NINTH CIRCUIT, Pasadena, CA
Drafted judicial opinions, orde~s and disposit'ions. Prepared bench memoranda and questions
for oral argument. Analyzed appellate briefs,petitions for rehearing and trial records.
Evaluated claims regarding: the Telecommunications Act of 1996, habeas corpus relief,
Younger abstention, fiduciary duty under ERISA, Fourth Amendment search and seizure.
LAW REVIEW PUBLICATIONS:

Time Well Spent: An Economic Analysis of Daylight Saving Time Legislation, 43 WAKE
FOREST LAW REVIEW 45-91 (2007), coauthored with Dustin E. Buehler
Syringes in the Sea: Why Federal Regulation.~jM.ed.icf{I\Waste is Long Overdue, 41
GEORGIA LAW REVIEW 169-227 (2006), coauthoredwith Chryssa V. Deliganis
Sports Medicine Conflicts: Team Physicians Versus Athlete-Patients, 50 ST. LOUIS U. LJ.
185-210 (2006)
Cash for Kidneys? Utilizing Incentives to End America's Organ Shortage, 13 GEO.
MASON L. REv. 69-133 (2004)
LifeSharers: An 'Opting In' Paradigm Already In Operation, 4 AM. J. BIOETHICS 17
(2004), coauthored with Lloyd Cohen and Dave Undis
.

l " ", ;- ,I'~

! :: ".

i

; \.

Vanishing Vaccinations: Why are So Many A;m:erfdiinsDpting Out of Vaccinating Their
Children?, 37 MICH. J. L. REF'M 353-440 (2004)
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Eminent Domain Economics: Should 'Just Compensation' be Abolished, and Would 'Takings
Insurance' Work Instead?, 64 OHIO ST. LJ. 451-530 (2003)
Responsible Regulation: A Sensible Cost-Benefit, Risk Versus Risk Approach to Federal
Health and Safety Regulation, 81 B.U. L. REv. 957-1032 (2001)
Forward to Fundamental Alteration: Addressing ADA Title II Integration Lawsuits after
Olmstead v. L.e., 24 HARV. J.L. & PUB. POL'y 695-.769 (2001), coauthored with Jefferson
D.E. Smith
'
!{'"
l

.;-:':,

\

Corralling Kevorkian: Regulating Physician-Assisted Suicide in America, 7 VA. J. Soc. POL'y
& L. 41-102 (1999)
An Economic Analysis of Intellectual Property Rights: Justifications and Problems of
Exclusive Rights, Incentives to Generate Information, and the Alternative of a GovernmentRun Reward System, 9 FORDHAMINTELL. PROP. MEDIA & ENT. LJ. 301-60 (1998)
Legislative Activity: PhYSician-Assisted Suicide under Managed Care, 26 J. L. MED. & ETHICS
72-75 (1998)
OTHER PUBLICATIONS:

Let There Be Light Later in the Day, SEATTLE POSTINTELLIGENCER (November 7,2007)
Regulate Medical Waste Before More Winds Up In Landfills, SAN JOSE MERCURY NEWS
(May 4, 2007)
Daylight Savings Time Legislation Saves Mqre than Mere Energy, SEATTLE POST
INTELLIGENCER (March 18, 2007) .
Curing Conflicts of Interest in Sports Medici{1e,:aOS~QN GLOBE (February 18, 2007)
Ruling Leaves Public Feeling Used, ABA JOURNAL (July 1,2005) (regarding Supreme
Court's Kelo v. New London decision)
Supreme Court's Property Ruling Will Stretch Far and Wide, USA TODAY (June 28,
2005)
Your Private Castle, Gone Public, N.Y. TIMES (June 25, 2005)
Time Well Spent: Daylight Savings Time Saves Lives, Not Just Oil, SEATTLE TIMES (April
16,2005)
Organ Donation: A Giftfor Life, SEATTLE TIMES (December 25,2004)
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Why the Decline in American Public High Schools?, HARVARD MAGAZINE (Fa112004)
Legal Ethics, Public Morality, Global Justice, slides prepared for EMERALD EDUCATION
GROUP CONFERENCE (October 29, 2004)
Easing the Organ Shortage, WALL STREET J OURNAL,CAPITAL EXCHANGE COLUMN (June
22,2004)
Government-Run System Could Reward Creativity, HARVARD LAW BULLETIN (Summer
2004)
The Consequences of Risk Misperception, slides prepared for ASLME HEALTH LAW
TEACHERS CONFERENCE (June 5, 2004)
Mad-Cow Scare is a Lesson in How We React to Risk, DENVER POST (December 31,
2003)
Funding Medicare: There is No Free Lunch, CHICAGO TRIBUNE (December 4,2003)
The American Vaccination Crisis, WASHINGTON POST (August 13,2003)
A New Copyright System is Needed, WASHINGTON STATE BAR MAGAZINE (August 2003)
Whooping Cough: Exemption to Vaccination Puts Others at Risk, SEATTLE POSTINTELLIGENCER (July 13, 2003)
Arbitration versus Trial: Feeling Lucky?,WA'Sffr:NOTC!N STATE BAR MAGAZINE (March 2003)
9th Circuit Judge Practices Fairness and Restraint, SEATTLE POST-INTELLIGENCER (July 2,
2002) (regarding Judge Goodwin's Pledge of Allegiance decision)
Playing It Smart: Safe Information Practices on the Web, FOSTER PEPPER & SHEFELMAN
GETTING ONLINE WEBSITE SEMINAR (1999)
Changing the Rules of Contract Formation: UCC Article 2B and the Uniform Electronic
Transactions Act, FOSTER PEPPER & SHEFELMAN GETTING ONLINE WEBSITE SEMINAR (1999)
Proposed FTC Guidelines Governing Electronic Media, FOSTER PEPPER & SHEFELMAN
GETTING ONLINE WEBSITE SEMINAR (1999)' ' :, ,"
.
Playing It Smart: Safe Advertising Practices on the Web, FOSTER PEPPER & SHEFELMAN
GETTING ONLINE WEBSITE SEMINAR (1999)
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"Negotiating and Drafting Contracts," BELL HARl?OR CONFERENCE CENTER (June 2008)
•
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"The Law & Economics of Daylight Saving Time," U. OF WASHINGTON SCHOOL OF LA W
(November 2007)
"Daylight Saving Time: Are We Saving Oil or Saving Lives," U. OF WASHINGTON ALUMNI
REUNION (October 2007)
"Employing Cost-Benefit Analysis in Environmental Law," U. OF WASHINGTON SCHOOL OF
LAW (October 2006)
"How to Fix Sports Medicine," SPORTS LAW SEMINAR, U. OF WASHINGTON SCHOOL OF LAW
(July 2006)
"Patient Choice at the End of Life: Is there a Constitutional Right to Die?," SEATTLE U.
SCHOOL OF LAW (June 2006)
"The Value of Corporate Law," U. OF WASHINGTON SCHOOL OF LAW (February 2006)
"Legal Scholarship: How and Why Do We Write?," U. OF WASHINGTON SCHOOL OF LAW
(November 2005)
'. L"

"The Classroom Experience: Solving the Socratic Method," BARBRI LAW SCHOOL PREP
PROGRAM, SEATTLE UNIVERSITY (July 2005)·
I

"Practical Solutions to the Human Organ Shortage," AMERICAN SOCIETY OF LAW, MEDICINE
& ETHICS ANNUAL HEALTH LAW CONFERENCE, CO-SPONSORED BY U. OF HOUSTON SCHOOL OF
LA Wand BAYLOR COLLEGE OF MEDICINE (June 2005)
"Sports Medicine Law: Conflicts BetweenTeam Physicians and Athlete-Patients," ST. LOUIS
U. SPORTS MEDICINE LA WCONFERENCE (March 2005)
':'.,

!~.

'f·

.

Moderator, "A Contract Law Approach to TodRMorrh," FEDERALIST SOCIETY DEBATE, U. OF
WASHINGTON SCHOOL OF LAW (March 2005)
"Freedom of Contract Versus the Legal Prohibition Against Organ Sales," U. OF
WASHINGTON (November 2004)
"Autonomy, Ethics and Euthanasia," EMERALD EDUCATION GROUP CLE (October 2004)
"10 Ways to End America's Organ Crisis," FACULTY COLLOQUIA SERIES, U. OF WASHINGTON
(October 2004)
t,",
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"Exam Writing Skills and Strategies," BARBRILAW SCHOOL PREP PROGRAM, SEATTLE
UNIVERSITY (August 2004)
"Risk, Danger and Reaction to Danger," AMERICAN SOCIETY OF LAW, MEDICINE & ETHICS
ANNUAL HEALTH LAW CONFERENCE, SETON HALL LAW SCHOOL (June 2004)
"Balancing Private Freedom versus Public Health," FACULTY COLLOQUIA SERIES, U. OF
WASHINGTON (April 2004)
"The Dual Purposes of Intellectual Property Rights," INTELLECTUAL PROPERTY INNOV AnONS
WORKSHOP (April 2004)
.
"Misunderstanding Risk: Why Parents Fear the Cure More than the Disease," HEALTH &
HUMAN RIGHTS SEMINAR, U. OF WASHINGTON (April 2004)
"The Clerkship Experience," in conjunction with 9TH CIRCUIT U.S. COURT OF ApPEALS panel
at William H. Gates Hall, U. OF WASHINGTON (January 2004)
"A How-to Guide on Judicial Clerkships," U. OF WASHINGTON (October 2003)
"Returning to First Principles of IntellectualPropertyl" INTELLECTUAL PROPERTY
INNOV AnONS WORKSHOP (March 2003)
:.: ;... to . . ·F . . ,
"The Legal & Ethical Implications of the Health Care Crisis in America," U. OF WASHINGTON
(November 2002)
"Cracking the Judicial Clerkship Market," U. OF WASHINGTON (October 2002)
"The Costs of Intellectual Property Rights," INTELLECTUAL PROPERTY INNOV ATIONS
WORKSHOP (April 2002)
"An Economic Analysis of Tort Law," U. OF WASl;IINGTON (November 2001)
"Responsible Regulation: A Sensible Approach to Federal Health and Safety Regulation,"
FACULTY COLLOQUIA SERIES, U. OF WASHINGTON (November 2001)
"Steps to Success In and After Law Schoo 1," U. OF WASHINGTON 1L ORIENTAnON
(September 2001)
Moderator, "Attracting Investment for Intellectual Property," CASRIP HIGH TECHNOLOGY
SUMMIT CONFERENCE (July 2001)
;

,'[

..

;.,;

Discussant, "An Economic Approach to Patent Law," INTELLECTUAL PROPERTY INNOVATIONS
WORKSHOP (April 200 1)
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"Implementing a Government-Run Reward System in Lieu of Patent Law in America,"
INTELLECTUAL PROPERTY & INNOVA nON WORKSHOP (March 2001)

PRIOR LAW EXPERIENCE:

FOSTER, PEPPER & SHEFELMAN, Seattle, WA
1997, 1998-99
Associate; Summer Associate. Lead attorney facilitating Washington Mutual's move to the
New York Stock Exchange. Prepared transaction documents for a $40 million loan
restructuring and a $50 million tax reorganization of a national bank. Negotiated and
prepared stock and asset purchase agreements. Prepared securities filings. Answered
constitutional challenges to Referendum 48 (Seahawks Stadium vote) and aided in solving
zoning problems in building Stadium. Authored summary judgment motions and motions to
dismiss.
MAGIST. JUDGE GENE WILSON, U.S. DISTRICT CT., W. District of Washington, Seattle, W A 1996
Extern. Drafted three opinions. Evaluated claims for:' ineffective assistance of counsel,
habeas corpus relief, due process destruction of evidence, § 1983 violations and FOIA access
to FBI files. Attended statutory interpretation meetings, arraignment and detention hearings,
and settlement conferences.
SAN FRANCISCO DISTRICT ATTORNEY'S OFFICE, San Francisco, CA
1995
Intern, Consumer Fraud Unit. Reviewed consumer complaints and drafted declarations for
fraud victims. Drew up motions for injunctive relief, summary judgment, and search
warrants. Assisted in a sting of San Francisco electronics stores and collaborated with police
on gambling cases. Researched state jurisdictional rights and consumer fraud issues.
STUDENT LEGAL CLINIC, Assoc. STUDENTS OF THE UNIV. OF CALIFORNIA, Berkeley, CA
1994
Legal Clinic Intern. Informed clients of their legal options in landlord/tenant matters,
marriage/divorce, and arrests for drug possession. Contacted attorneys and offered referrals.
Prepared tax returns for low-income community members as a certified IRS assistant.

NON-LEGAL BUSINESS EXPERIENCE:

CENTER FOR HEALTH OUTCOMES MEASUREMENr .~M~!,M,GEMENT, San Francisco, CA 1992, '94
Market AnalystlBusiness Development Associate. ,Cpnducted and synthesized market
research regarding new product lines and cu,stomer markets (HMOs, PBMs). Developed and
launched several products, including Health Economics Applications. Wrote portions of
Pharmacoeconomics Marketing Monitor. Streamlined newsletter circulation database of over
3600 subscribers.
SMITH BARNEY SHEARSON, San Francisco, CA
1993
Stock Market Intern. Conducted fundamental stock research and analysis. Worked closely
with brokers, prospected clientsand solicite<:\'tI({w.le,ads. Created and organized clienttracking databases.
, , i t:,::,,: \ .},i,
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LEGAL CONSULTING ACTIVITIES:
CALANDRILLO & DELIGANlS, Seattle, WA
Specializing in contract law, property law, and tort law litigation and appeals.
THE STRATFORD COMPANY LLC, Seattle, W A
Consulting services regarding property law and acquisitions.
,
,

'.,

I

KELLER ROHRBACK LLP, Seattle, W A
';
Expert opinion in class-action lawsuit regarding validitY of standard fonn adhesion contract
used by Canadian Lasik-provider.
BAR-BRI, INC., Washington & California
Contract law and Remedies speaker for bar exam preparation course.
CHRISTENSEN O'CONNOR JOHNSON & KINDNESS PLLC, in conjunction with THE SHIDLER
CENTER FOR LAW, COMMERCE & TECHNOLOGY, Seattle, W A
Coordinated scho.Iarship and mentorship program between the Shidler Law, Commerce &
Technology Center and one of Seattle's leading intell~ctual property finns.
1-800 TAXICAB, Los Angeles, CA
Helped draft and review contracts utilized with transportation providers nationwide.
CAMDEN HALL PLLC, Seattle, W A
Consulting regarding Monorail vehicle tax lawsuit and contract law litigation.

BOARD OF ADVISORS/BOARD OF DIRECTORS MEMBERSHIPS:
LIFESHARERS
2004 Advisor to non-profit network of organ donors that offers members preferred access to
the organs of fellow members in an effort to incentivize more Americans to become
donors.
PACIFIC RIM LAW & POLICY ASSOCIA nON
2002-05
Advisor to student law journal organization with respect to strategic planning and
business model.
"
I'
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2002-03
WASHINGTON TELECOMMUNICATIONS CONSUMER RIGHTS WORKGROUP
Advised workgroup in drafting a "Consumer Bill of Rights" (to protect customers from
phone company abuses) for presentation to the Washington Utilities and Transportation
Commission.

ASSOCIA TION MEMBERSHIPS:

WASHINGTON STATE SOCIETY OF HEALTHCARE ATTORNEYS
AMERICAN LAW & ECONOMICS ASSOCIATION
AALS SECTIONS ON CONTRACT LAW , LAW & MEDICINE, AND LAW & ECONOMICS
WASHINGTON STATE BAR ASSOCIATION
Member, Young Lawyers Division
Member, Corporate Section
Pro Bono Publico Service Commendation, 2004-07
KING COUNTY BAR ASSOCIATION
AMERICAN BAR ASSOCIATION, BUSINESS LAW SECTION
PHI DELTA PHI, FACULTY SUPERVISOR (service fraternity)
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RODERICK C. BOND (Pro Hac Vice)
NED A. CANNON, ISBA #2331
SMITH, CANNON & BOND PLLC
Attorneys for Plaintiff
508 Eighth Street
Lewiston, Idaho 83501
Fax: (208) 746-8421
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IN THE DISTRICT COURT OF THE SECOND JUDICIAL DISTRICT OF THE
STATE OF IDAHO, IN AND FOR THE COUNTY OF NEZ PERCE
REED 1. TAYLOR, a single person,
Case No.: CV-07-00208
Plaintiff,
v.

AlA SERVICES CORPORATION, an Idaho
corporation; AlA INSURANCE, INC., an
Idaho corporation; R. JOHN TAYLOR and
CONNIE TAYLOR, individually and the
community property comprised thereof;
BRYAN FREEMAN, a single person; JOLEE
DUCLOS, a single person; CROP USA
INSURANCE AGENCY, INC., an Idaho
Corporation; and JAMES BECK and
CORRINE BECK, individually and the
community property comprised thereof;

AFFIDAVIT OF RODERICK C. BOND IN
SUPPORT OF REED TAYLOR'S MOTION
TO DISQUALIFY THE ATTORNEYS AND
LA W FIRMS OF HAWLEY TROXELL
ENNIS & HAWLEY LLP, CLEMENTS
BROWN & MCNICHOLS, P.A., AND
QUARLES & BRADY LLP.; MOTION TO
RELINQUISH COLLATERAL; MOTION TO
COMPEL; MOTION TO PROTECT
COLLATERAL; AND MOTION FOR
CONTINUANCE

Defendants.

STATE OF IDAHO

)
) ss:
COUNTY OF NEZ PERCE )
I, Roderick C. Bond, being first duly sworn on oath, deposes and says:
1.

I am over the age of eighteen years, competent to testifY in court, one of

the attorneys for the plaintiff Reed J. Taylor ("Reed Taylor") in this action, and make
AFFIDA VIT OF RODERICK C. BOND
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this Affidavit based upon my personal knowledge.
2.

I am licensed to practice law in the state of Washington, a resident of the

state of Washington, and was admitted as an attorney on this case Pro Hac Vice.
3.

This Affidavit is being submitted for purposes of disqualifying the lawyers

and law firms Michael McNichols and Clements Brown & McNichols, P.A.; Gary
Babbitt, D. John Ashby, and Hawley Troxell Ennis & Hawley LLP; and James Gatziolis,
Charles Harper, Jr., and Quarles & Brady LLP. As a result of the facts described in this
Affidavit and the resulting conflicts of interest, this Affidavit is also being submitted for
purposes of continuing the trial date and requiring AlA Insurance, Inc. ("AlA
Insurance") to be turned over to Reed Taylor.

4.

Although I have no special training in legal ethics, I believe that the

following Rules of Professional Conduct ("RPC") are implicated by the various conflicts
of interest in this action: (1) RPC 1.7; (2) RPC 1.8; (3) RPC 1.l3; (4) RPC 1.17; (5) RPC
3.7, among others. There have also been various times that I believe other RPCs may
have been implicated.
5.

Reed Taylor was the founder and majority shareholder of AlA Services

Corporation ("AlA Services") prior to selling all of his shares back to AlA Services
through a stock redemption in 1995. Reed Taylor and the defendant R. John Taylor are
brothers.

R. John Taylor and other named and unnamed defendants entered into

negations with Reed Taylor to have AlA Services redeem Reed Taylor's shares so that
they could obtain operational control of AlA Services.
6.

As a result of John Taylor and the other key parties' request to buy Reed

Taylor out of AlA Services, Reed Taylor finally agreed to permit his shares to be
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redeemed. Many of pre-redemption and post-redemption documents show that R. John
Taylor and the others desired to have Reed Taylor's shares redeemed in an effort to take
AlA Services public.

The purchase of Reed Taylor's shares was structured as a

redemption for the purpose that R. John Taylor, Michael Cashman, James Beck and
others would not be personally contractually obligated to pay the approximately $10
Million purchase price.
7.

On July 22, 1995, the parties agreed upon the redemption terms. Attached

as Exhibit 1 is a copy of the $6,000,000 Promissory Note ("$6M Note") evidencing the
indebtedness incurred by AlA Services for the redemption of Reed Taylor'S common
shares, which was executed on August 1, 1995. The parties had previously entered into a
Stock Pledge Agreement, Security Agreement, and related agreements in connection with
the transaction on July 22, 1995 (which were required tp execute the $6M Note).
8.

Attached as Exhibit 2 is a copy of the opinion letter given by Richard

Riley's prior firm, which such opinion letter provided certain representations and
warranties that are now being adversely challenged by Hawley Troxell and the other
defense attorneys. Richard Riley is now an attorney at Hawley Troxell and is therefore a
witness with respect to the opinion letter issued by his former law firm.
9.

In 1996, the agreements were amended by the parties when AlA Services

defaulted in its obligations to Reed Taylor, however, the terms of the $6M Note remain
unchanged. Attached as Exhibit 3 are pertinent pages of the Redemption Restructure
Agreement ("Restructure Agreement") entered into between Reed Taylor and AlA
Services. Under the terms of the Restructure Agreement, AlA Services was obligated to
ensure that Reed Taylor was a member of the board of directors of AlA Services until

AFFIDAVIT OF RODERICK C. BOND
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Reed Taylor's debt was paid in full. AlA Services has not honored this obligation since
my involvement in this action.
10.

Attached as Exhibit 4 is a copy of the Amended and Restated Stock

Pledge Agreement ("Amended Stock Pledge Agreement") entered into between Reed
Taylor and AlA Services. Of all the subsidiaries pledged to Reed Taylor in the Amended
Stock Pledge Agreement, AlA Insurance is the only subsidiary that remains, and it is
wholly owned by AlA Services. All of the shares of AlA Insurance were pledged to
Reed Taylor to secure the payment of the $6M Note and other obligations. AlA Services
also granted Reed Taylor an irrevocable power of attorney, coupled with an interest, to
vote the shares upon any default until his debt was paid in full as authorized under I.e. §
30-1-722.
11.

Attached as Exhibit 5 is the Amended and Restated Security Agreement

("Amended Security Agreement") wherein AlA Services granted Reed Taylor a

security interest in all of AlA Services and AlA Insurance's commissions and related
receivables. This document is significant because Reed Taylor's security interest in the
commissions results in the claim of conversion for the use of the commissions. This is
true for the payment of attorneys' fees and costs with such funds as Reed Taylor made
clear that he does not authorize the use of the fund for such purposes. Reed Taylor has
perfected his security interest by filing the necessary statements with the Idaho Secretary
of State.
12.

Attached as Exhibit 6 is a copy of the notice of default letter that Reed

Taylor's counsel sent to AlA Services on December 12, 2006. Under the terms of the
Amended Stock Pledge Agreement, AlA Services' right to vote the shares of AlA
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Insurance ceased and became vested exclusively in Reed Taylor (including a right to vote
the shares and an irrevocable power-of-attorney to do so) when AlA Services failed to
pay the balance of Reed Taylor's $6M Note within 5 days as required. The Amended
Stock Pledge Agreement also granted Reed Taylor the right to transfer or sell the shares
of AlA Insurance. AlA Services failed to cure the defaults and over $8.5 Million is owed
to Reed Taylor as of the date of this Affidavit.
13.

As a result of the defendants' failure to comply with Reed Taylor's request

for a shareholders' meeting, Reed Taylor elected, pursuant to his contractual rights, to
vote all of the shares of AlA Insurance by executing a consent in lieu of a shareholder
meeting and a consent in lieu of board meeting, copies of which are attached as Exhibit
7. This was possible because all of the shares of AlA Insurance were pledged to Reed
Taylor so a shareholder meeting was not necessary to vote the shares and Reed Taylor
was granted an irrevocable power of attorney coupled with an interest to vote the shares
as required by

I.e.

§ 30-1-722.

Notwithstanding the various conflicts of interest

discussed below, the defendants should have appointed separate and independent counsel
to represent AlA Insurance, if for no other reason, because of the fact that Reed Taylor
voted the shares of AlA Insurance pursuant to his contractual rights.
14.

Under the

Redemption

Agreement

and Amended

Stock

Pledge

Agreement, AlA Services was obligated to ensure Reed Taylor was a member of the
board of directors of AlA Services until his debt was paid in full (the failure to maintain
Reed Taylor on the board is another basis for a default). In addition, upon any default,
Reed Taylor was the only authorized party entitled to vote the shares of AlA Insurance
by way of the Amended and Restated Stock Pledge Agreement. Because Reed Taylor
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has not been appointed to the board of AlA Services as required under the tenns of the
redemption of his shares and his vote of the shares of AlA Insurance has already
occurred, it is impossible for any of the attorneys presently representing the corporations
(or attorneys who fonnerly represented the corporations) to obtain informed consent of
any dual or multiple legal representations in this action, let alone through any joint
defense agreement.

I have reiterated this fact to opposing counsel on numerous

occasions. I have also reiterated to opposing counsel on numerous occasions that AlA
Services, AlA Insurance and Crop USA Insurance Agency, Inc. ("Crop USA") should all
have separate and independent counsel and their defense be directed by uninterested
parties. Despite my complaints, the litigation on behalf of the foregoing corporations has
been directed by John Taylor and other interested parties.
15.

On January 29,2007, Reed Taylor filed suit in this action against R. John

Taylor, AlA Services, and AlA Insurance. On February 5, 2007, Reed Taylor filed his
First Amended Complaint adding additional director defendants and claims for fraud,
fraudulent conveyance, breach of fiduciary duty, conversion, alter-ego and other claims, a
copy of which is attached as Exhibit 8. The facts and claims contained in the First
Amended Complaint required separate and independent counsel for AlA Services and
AlA Insurance. However, other defendants were named later as indicated in the present
Fifth Amended Complaint (See Exhibit 15 below). As indicated in the attached Exhibit
9, the same individuals who control AlA Services also control Crop USA, even though
the assets, funds and employees of AlA Services and AlA Insurance were inappropriately
utilized to found and assist in operating the compariy.
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16.

When Reed Taylor attempted to repossess AlA Insurance in February

2007, the defendants obtained a preliminary injunction against him, even though there
was no evidence indicating that the defendants would prevail in this action. The bond
was only set at $200,000 when Reed Taylor was owed over $8.5 Million. Nevertheless,
since that time, Reed Taylor has abided by the terms of the preliminary injunction against
him, all the while the assets of AlA Services and AlA Insurance were not being
protected. The Defendants and their counsel persuaded the Court to enjoin Reed Taylor
and continued to permit the Court to enjoin Reed Taylor when they knew that the
corporations were not being represented or operated for the benefit and protection of the
corporations.
17.

Shortly after this litigation commenced, the defendants JoLee Duclos and

Bryan Freeman resigned from the boards of AlA Services and AlA Insurance. Connie
Taylor and James Beck were appointed in their place by John Taylor.

Attached as

Exhibit 10 is a copy of the board meeting minutes of AlA Services and AlA Insurance.

The meeting minutes detail the defendants' Joint Defense Agreement and Joint Retainer
Agreement, and show how Connie Taylor and James Beck were appointed to the boards
of the companies, when both of them were interested parties through their ownership of
Crop USA shares. The transcripts attached as Exhibit 10 clearly demonstrate that R. John
Taylor, an interested party who is facing claims of fraud and other malfeasance, is being
inappropriately permitted to control the litigation in this matter.
18.

Prior to this time, Reed Taylor had made demand on AlA Insurance's

board of directors to take action and to recover all sums owed by Crop USA. A copy of
Reed Taylor's letter dated February 2, 2007, is attached as Exhibit 11. This letter serves
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as one of many reminders that the defendants' attorney should not be undertaking joint
representation.
19.

On March 16, 2007, R. John Taylor sent a letter to shareholders of AlA

Services requesting shareholder approval for the payment of attorneys' fees and costs.
Attached as Exhibit 12 is a copy of the letter that Reed Taylor obtained from a
shareholder of AlA Services. It should be noted that the letter does not enclose a copy of
Reed Taylor's Complaint nor does the letter specify the significant fraud and related
claims involving this litigation. This letter illustrates the lack of disclosure and fairness
in the defendants' transactions, and that consent cannot be given when full disclosure is
not made.
20.

In November 2007, Reed Taylor moved for partial summary judgment

against AlA Services requesting a finding that AlA Services was in default of the $6M
Note and Amended Stock Pledge Agreement (and other relief), which is attached as
Exhibit 13. On February 8, 2008, the Court granted Reed Taylor's motion and denied

AlA Services' Motion for Reconsideration (i.e., it now follows that Reed Taylor's
Consents attached as Exhibit 7 were valid). A copy of the Court's Opinion and Order is
attached as Exhibit 14. AlA Services and AlA Insurance moved for reconsideration and
the motion was denied.

AlA Services' Motion for Permissive Appeal of the Order

Granting Partial Summary Judgment was denied by the Idaho Supreme Court.
21.

The significance of the above paragraphs and attached documents cannot

be underemphasized. Because the $6M Note was due in full on August 1, 2005 and had
not been paid, the voting rights to the shares of AlA Insurance were vested in Reed
Taylor, particularly when AlA Services failed to cure Reed Taylor's notice of default in
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2006 (Reed Taylor didn't even need to send a notice of default after the $6M Note
matured in 2005). This issue alone warranted separate counsel for AlA Insurance.
22.

From the time Reed Taylor filed suit, I advised counsel of the various

conflicts that I perceived in this action. Over the course of this litigation, I identified
other perceived conflicts of interest as well. I also advised counsel ofthese conflicts.
23.

Crop USA Insurance Agency, Inc. was not added as a defendant in this

action until August 14, 2007. For purposes of providing additional information for the
various significant conflicts and divergent interests among the defendants, attached as
Exhibit 15 is a copy of the Fifth Amended Complaint in this action, which is the current

Complaint in this action.
24.

As discussed above, Reed Taylor is owed over $S.5 Million dollars by

AlA Services and the Court has entered partial summary judgment against AlA Services
finding that it was in default of the $6M Note and Amended Stock Pledge Agreement.
Even so, the defendants and their attorneys continue to operate AlA Insurance and AlA
Services to the detriment of the corporations, and Reed Taylor in light of AlA Services'
insolvency and AlA Insurance being pledged to him as collateral.
25.

On July 21, 200S, Reed Taylor and Donna Taylor sent a demand letter to

the boards of AlA Services and AlA Insurance demanding that action be taken against
certain attorneys and law firms, a copy of the letter is attached as Exhibit 16. It should
be noted that AlA Insurance's business prospects are bleak and presently its income
comes from policies issued many years ago. AlA Insurance's policy payments are not
expected to continue. Thus, every dollar is important to preserve. Like Reed Taylor,
Donna Taylor has not been paid and her Preferred A Shares in AlA Services were
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required to be redeemed years ago. Donna Taylor's Preferred A Shares have priority
over the common shareholders of AlA Services.
The Short Story (based upon my review of substantial documents in this action)
26.

Reed Taylor sold his shares and all of AlA Services' subsidiaries were

pledged as collateral. AlA Services and its subsidiaries marketed, sold and underwrote
health insurance for farmers, which was sold through associations such as the Wheat
Growers Association. In 2001, AlA Services could not meet the required payment terms.

R. John Taylor, James Beck, Mike Cashman and others wanted to buy Reed Taylor out to
take AlA Services public.
27.

At the present time, AlA Insurance is the only remaining subsidiary and

almost all of its commissions and revenues are obtained from health policies that were
sold before Reed Taylor'S shares were redeemed. Revenues have dropped significantly
virtually every year. Reed Taylor expects the remaining policies to only produce income
for no more than two years.
28.

Crop USA was formed in 1999 and was originally called AlA Crop

Insurance, Inc. Crop USA was formed and operated using funds, employees and assets
from AlA Insurance (the same company pledged to Reed Taylor). R. John Taylor and
others represented that Crop USA was being developed by AlA Insurance. However, at
some point in time Crop USA became a separate entity that was owned primarily by R.
John Taylor, James Beck, Michael Cashman, and others. Even though Crop USA was
formed and operating under the AlA umbrella of companies and from AlA Insurance's
funds, resources and employees, neither AlA Services, AlA Insurance, Reed Taylor, nor
any of AlA Services' minority shareholders own any interest in Crop USA. Letters exist
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that refer to Crop USA as being an "exit strategy" for named and unnamed defendants.
29.

The development of Crop USA occurred during times that AlA Services

was insolvent and the fiduciary duties were owed to the major creditor Reed Taylor.
Millions of dollars were transferred and/or utilized by Crop USA, which such funds Reed
Taylor also had a security interest.
30.

Thus, AlA Services and AlA Insurance should be pursing claims against

R. John Taylor, James Beck, Michael Cashman and others to recover the shares of stock
and funds diverted to Crop USA.

Some of the transactions are alleged to be fraud,

conversion andlor fraudulent conveyances by Reed Taylor, yet Hawley Troxell represents
AlA Services, AlA Insurance, and Crop USA. Because AlA Insurance is pledged to
Reed Taylor and he has voted the shares, all three corporations have diverging interests.
As detailed in the attached Fifth Amended Complaint (See Ex. 15), Reed Taylor's claims
and damages are substantial, all the while the defendants have persuaded the Court from
awarding Reed Taylor AlA Insurance when they have failed to advise the Court of many
facts, including the fact that AlA Insurance's business revenues could end any year if
Trustmark elects to not renew its contract with AlA Insurance.
31.

Since Reed Taylor has been enjoined by the Court from voting the shares,

all of AlA Insurance's key employees have become employees of Crop USA, AlA
Insurance's funds are improperly utilized for the benefit of R. John Taylor, Crop USA
and others, a $1.2 Million Mortgage was pledged to Crop USA, no action has been taken
by the corporations' attorneys to recover damages for the inappropriate actions and such
other acts as set forth in the attached Fifth Amended Complaint (See Ex. 15).
III
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James Gatziolis, Charles Harper, Jr., and Quarles & Brady

32.

Prior to the time Reed Taylor filed suit against the defendants in this

action in January 2007, the parties attempted to settle their claims. In those settlement
discussions, AlA Services and AlA Insurance were represented by James Gatziolis and
Quarles & Brady. Attached as Exhibit 17 are copies of an email and settlement offer
sent to me by James Gatziolis (who claims to have never represented AlA in this matter).
James Gatziolis also provided me with a term sheet regarding settlement of Reed
Taylor's claims and the email from which the offer was attached states" ... please find a
revised proposed terms sheet representing AlA's latest offer to resolve the controversies
between AlA and Reed Taylor. .. " At no point in time did James Gatziolis state that AlA
Services or AlA Insurance would need to retain other counsel in the settlement
negotiations or the consummation of a settlement. Although the terms of the settlement
offer are immaterial and inadmissible at trial for damages, the settlement offer and email
are evidence that demonstrate that James Gatziolis and Quarles and Brady were
representing AlA Services and AlA Insurance.
33.

Prior to the settlement discussions, AlA Services voluntarily provided

Reed Taylor with a number of documents, including, without limitation Quarles &
Brady's opinion letter to the lender of Crop USA. Attached as Exhibit 18 is a copy of
the opinion letter dated October 27, 2006, provided by Quarles & Brady to Crop USA's
lender in connection with Crop USA's $15 Million line-of-credit, which AlA Insurance
improperly guaranteed.

Contrary to this letter, AlA Insurance was not permitted to

guarantee any loans of any entity unless it was a wholly owned subsidiary of AlA
Services. Attached as Exhibit 19 are pertinent pages of AlA Services' Amended Articles
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of Formation. Attached as Exhibit 20 are pertinent pages of AlA Insurance's Bylaws
(AIA Insurance was formerly known as "AlA, Inc.".

Attached as Exhibit 21 are

pertinent pages of AlA Services' New Restated Bylaws, which have provisions for loans
and director conflicts of interest. As discussed above, Crop USA is not a wholly owned
subsidiary of AlA Services or AlA Insurance. In fact, neither AlA Services nor AlA
Insurance owns a single share of stock or other ownership interest in Crop USA. As
discussed below, Hawley Troxell also inappropriately issued a substantially similar
opinion letter for this loan (see below).
34.

When Reed Taylor filed suit, James Gatziolis advised me that he and his

firm would remain involved and that Michael McNichols would be the counsel as well
and wherein James Gatziolis represented that he was representing AlA Services and/or
AlA Insurance. Attached as Exhibit 22 are emails exchanged between James Gatziolis
and me regarding the representation, along with more recent emails exchanged between
me and Charles Harper.
35.

When the defendants denied Reed Taylor'S last demand for a shareholder

meeting of AlA Insurance, the letter denying his request was signed by JoLee Duclos (the
letter had a Quarles & Brady document management stamp at the bottom and was clearly
copied onto AlA Insurance letterhead) and delivered to me via email by James Gatziolis.
Mr. Gatziolis also advised me in that email Michael McNichols and Clements Brown &
McNichols was appearing on behalf of all of the defendants.

Mr. Gatziolis further

advised me that he would remain involved in the case. Attached within Exhibit 22 are
copies of the foregoing letter signed by JoLee Duclos denying Reed Taylor the right to
exercise his contractual rights and emailsbetweenJamesGatziolisandme.Itis
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important to understand that James Gatziolis and Quarles & Brady's position will be that
they only appeared formally on behalf of Crop USA, however, Crop USA would not even
become a defendant in the lawsuit for several more months.
36.

Even though Charles Harper of Quarles & Brady has recently asserted that

Quarles & Brady has not represented AlA Services or AlA Insurance, the emails and
letters in Exhibit 22 show otherwise. Also, although not attached, Mr. Gatziolis has sent
numerous emails to R. John Taylor regarding his representation, both individually and
with regarding to AlA Services and/or AlA Insurance.
37.

Notwithstanding the above emails and letters, James Gatziolis and Quarles

& Brady did not formally appear in this action until Crop USA was named as a

defendant. Shortly after Crop USA was named as a defendant, James Gatziolis, Charles
Harper, Jr., and Quarles & Brady were admitted Pro Hac Vice in this action for Crop
USA through Gary Babbitt and Hawley Troxell. It seems to me that if Hawley Troxell is
conflicted out of this action, Quarles & Brady is also conflicted out because of their
association with Hawley Troxell. It also poses the question as to whether Quarles &
Brady were parties to the Joint Defense Agreement.
38.

Finally, as discussed below, James Gatziolis was the point person for the

defendants most recent settlement offer.

If Mr. Gatziolis had discussions with other

counsel regarding confidential or attorney-client privilege information obtained through
Hawley Troxell, this issue poses additional possible conflicts.
39.

Based upon documents and my experience in this case, I believe Quarles

& Brady also represent the interests of individual shareholders of Crop USA who are also

shareholders of AlA Services, who are subject to claims by AlA Services and/or AlA
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Insurance that have not been made.
Michael McNichols and Clements Brown & McNichols
40.

After Reed Taylor filed suit in January 2007, Michael McNichols and

Clements Brown & McNichols appeared on behalf of R. John Taylor, AlA Services and
AlA Insurance.

I immediately advised Michael McNichols that it was a conflict of

interest for him to represent all of the foregoing parties.
41.

When the defendants failed to turn over AlA Insurance to Reed Taylor, he

wrote a letter to Michael McNichols demanding that he not represent AlA Insurance, a
copy of the letter is attached as Exhibit 23. In the foregoing letter, Reed Taylor also
demanded the return of any funds paid to Mr. McNichols' firm. No funds were returned.
42.

In March 2007, Reed Taylor moved to disqualify Michael McNichols and

Clements Brown & McNichols because they were representing AlA Services, AlA
Insurance and R. John Taylor. Attached as Exhibit 24 are pertinent portions of Reed
Taylor's Emergency Motion addressing conflicts, which was filed on February 26, 2007.
On February 28, 2007, Reed Taylor also filed additional legal authority and arguments
for removal of Mr. McNichols' firm, pertinent portions of which are attached as Exhibit
25. In Reed Taylor's Memorandum of La~, he asserted that AlA Services and AlA
Insurance must each have separate counsel because there interests are divergent. Reed
Taylor asserted that R. John Taylor should be represented by separate counsel because of
the significant fraud claims, corporate malfeasance, and improper acts alleged in Reed
Taylor's Complaint. At the hearing, the Court indicated that conflicts of interest were
issues for the Idaho Bar to resolve and not the Court. Based upon the Court's position,
Reed Taylor did not move for any further disqualifications.

AFFIDAVIT OF RODERICK C. BOND
IN SUPPORT OF DISQUALIFICATION - 15

43.

On March 28, 2007, Michael McNichols and Clements Brown &

McNichols moved to withdraw from representing AlA Services and AlA Insurance,
although Mr. McNichols indicated in his Motion that no conflicts presently existed. A
copy of Michael McNichols' Motion to Withdraw is attached as Exhibit 26. Under my
understanding of RPC 1.7 case law as applied to the Rules of Professional Conduct, Mr.
McNichols and his firm's withdrawal from representing AlA Services and AlA Insurance
so that they could remain as counsel for R. John Taylor was a violation of the "hot potato
doctrine," as they should have withdrawn in full from the representation of any
defendants in this case (including R. John Taylor). When Mr. McNichols withdrew from
representing AlA Services and AlA Insurance, Reed Taylor requested that the Court
order all of the files held inviolate. The Court denied Reed Taylor's request.
44.

In addition, Mr. McNichols and his firm represented AlA Insurance

without authorization from Reed Taylor (Reed Taylor voted the shares and terminated
Mr. McNichols and his firm). In any event, if and when Reed Taylor takes control of
AlA Insurance, Reed Taylor will have full and unfettered access to all attorney-client
privilege, documents and Mr. McNichols' knowledge of everything that transpired during
his representation of AlA Insurance, if and when Reed Taylor takes control of AlA
Insurance (which should be eminent based upon the Court granting his motion for partial
summary jUdgment).

This issue alone makes it impossible for him to continue

representing John Taylor, when such representation is adverse to AlA Services and AlA
Insurance and Reed Taylor. This same conflict applies to Hawley Troxell through their
representation of Crop USA, AlA Services and AlA Insurance. I advised all of the above
attorneys of this fact on numerous occasions.
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Jonathan Halley and Clark and Feeney

45.

Jonathan Halley and Clark and Feeney first formally appeared in this

action on behalf of Connie Taylor (John Taylor's ex-wife) and later also appeared on
behalf of James and Corrine Beck. Connie Taylor is also an attorney and partner at Clark
and Feeney.
46.

Prior to Jonathan Halley and Clark and Feeney's formal appearance in this

action, I had various telephone and email discussions with Connie Taylor regarding Clark
and Feeney's conflicts of interest. At the time Clark and Feeney appeared in this action,
it also represented my client, Reed Taylor, in another action known as Taylor v. Maile.
Attached as Exhibit 27 are copies of emails exchanged between me and Connie Taylor. I
forwarded these emails to Jonathan Halley, with a particular emphasis ofRPC 1.7.
47.

I repeatedly advised Jonathan Halley that he was breaching his duty of

loyalty to Clark and Feeney's current client Reed Taylor. Despite advising Clark and
Feeney and Jonathan Halley of the conflict of interest and that Reed Taylor would not
waive the conflict of interest, Jonathan Halley and Clark and Feeney proceeded to
represent parties in this action against Reed Taylor's interests. This only further
illustrates complete disregard for the Rules of Professional Conduct.
48.

Even though Reed Taylor was Clark and Feeney's client, on April 16,

2008, Jonathan Halley and Clark and Feeney filed a motion for partial summary
judgment against their client Reed Taylor alleging that AlA Services did not owe Reed
Taylor $8.5 Million because he sold out when AlA Services was allegedly insolvent.
This was the first time any party had raised this issue and the motion is not grounded in
good faith fact and law.

In the deposition of JoLee Duclos that was taken shortly
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thereafter, I learned that AlA Services, AlA Insurance, and Crop USA and their counsel
Gary Babbitt directed Jonathan Halley and Clark and Feeney to file the motion for partial
summary judgment.

This Motion was against the interests of Reed Taylor and has

caused Reed Taylor to incur unnecessary additional attorneys' fees, costs and damages.
49.

However, modem law does not support Jonathan Halley and Clark and

Feeney's arguments. Even if Clark and Feeney's argument had merit and the argument
prevailed, the various conflicts would not be resolved as Reed Taylor would still have
claims against the individuals and AlA Services for quantum meruit, fraud and related
claims, not to mention the fact that he would arguably be entitled to receive his shares of
stock back in AlA Services. Moreover, this would also result in Reed Taylor being
damaged by Richard Riley's opinion letter and having a right to take action against
Richard Riley and his former firm for any damages (see Ex. 2 above).
50.

Finally, Jonathan Halley and Clark.and Feeney moved to withdraw from

this action after my repeated demands that they do so. Although prior to withdrawing,
Jonathan Halley finally admitted to me that he was wrong, he advised the Court that he
was withdrawing purportedly because of my threats to take legal action and that my client
would report him to the Idaho Bar. Nevertheless, on July 18, 2008, Jonathan Halley and
Clark and Feeney finally withdrew from this action thrbugh a motion attached as Exhibit
28. To this day, Clark and Feeney still represent Reed Taylor and two of his brothers on
an appeal.
Gary Babbitt, D. John Ashby, Richard Riley and Hawley Troxell Ennis & Hawley

51.

Gary Babbitt, D. John Ashby and Hawley Troxell first formally

appeared in this action after Michael McNichols and Clements Brown & McNichols

AFFIDA VIT OF RODERICK C. BOND
IN SUPPORT OF DISQUALIFICATION - 18

withdrew from representing AlA Services and AlA Insurance. Attached as Exhibit 29 is
a letter that I sent to Gary Babbitt regarding he and Hawley Troxell's representation
(among other things) on May 11,2007, and Gary Babbitt's response email dated May 11,
2007. All counsel, including D. John Ashby, were provided a copy of the foregoing letter
via email. Interestingly, Gary Babbitt notes in his email that he wanted to ensure that a
full board of directors was seated to approve his firm's representation, yet there is no
mention that the entire board is interested and that the entire board should be precluded
from making decisions as to this litigation. In fact, the entire board referenced in Gary
Babbitt's email should have claims against them from the corporations, yet none have
been forthcoming.
52.

When Crop USA was named as defendant in this action, Gary Babbitt, D.

John Ashby and Hawley Troxell also formally appeared for Crop USA. As discussed
above, James Gatziolis, Charles Harper, Jr., and Quarles & Brady all appeared through
Gary Babbitt and Hawley Troxell Pro Hac Vice.
53.

As counsel for AlA Services and AlA Insurance, Gary Babbitt, John

Ashby and Hawley Troxell had obligations to pursue viable claims that were in the best
interests of the corporations, including recovering the millions of dollars of funds
wrongfully transferred to Crop USA, by taking action against Crop USA, R. John Taylor
and other people such as James Beck, Connie Taylor and Michael Cashman. Instead, the
attorneys of Hawley Troxell defended the responsible parties. On one occasion, Reed
Taylor moved to amend his complaint by adding Michael Cashman as a defendant. Even
though Hawley Troxell was required to represent the interests of the corporations,
Hawley Troxell successfully and inappropriately argued to the Court that Mr. Cashman
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should not be named when in fact they knew it was in the best interests of the
corporations to name him. Attached as Exhibit 30 is the Response drafted and filed by
Hawley Troxell in which several inappropriate arguments were asserted that were not in
the best interests of the corporations. It is significant that Reed Taylor's proposed Fifth
Amended Complaint (See Ex. 15) had allegations of fraud, conspiracy, fraudulent
conveyance and other claims against Mr. Cashman. As former counsel for AlA Services
and AlA Insurance (who owed a duty ofloyalty to the corporations), Michael McNichols
and Clements, Brown & McNichols joined in Hawley Troxell's Opposition and to
naming Michael Cashman as a defendant, a copy of which is attached as Exhibit 31.
Neither Hawley Troxell nor Clements, Brown & McNichols appeared in the action on
behalf of Mr. Cashman.
54.

It is significant to note that Richard Riley is also a partner of Hawley

Troxell and Richard Riley negotiated the terms of the redemption of Reed Taylor's
shares.

In fact, Richard Riley, through his old firm, represented AlA Services and AlA

Insurance in connection with the redemption of Reed Taylor's shares. Richard Riley
attended board meetings for AlA Services after the redemption of Reed Taylor's shares
(including board meeting specifically discussing defaults of AlA Services' obligations to
Reed Taylor). Richard Riley is the person to whom notices are required to me sent
pursuant to the terms of the various agreements associated with the redemption of Reed
Taylor's shares in AlA Services (see Ex. 4 above).
55.

Also, Richard Riley provided an opinion letter to Reed Taylor through his

former law firm (which such opinion letter specifically referenced Richard Riley's name
as the person with knowledge) (see Ex. 2 above). Richard Riley was fully aware of the
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Amended Articles of Incorporation for AlA Services under which AlA Services and its
subsidiaries were prohibited from guaranteeing loans for other entities, other than nonwholly owned subsidiaries, as these protections were all enacted during the transactions
in connection with the redemption of Reed Taylor's shares and for the protection of
Donna Taylor.
56.

Richard Riley was fully aware that Reed Taylor had a security interest in

the commissions and related proceeds of AlA Services and AlA Insurance and that the
shares of AlA Insurance were pledged to Reed Taylor. Mr. Riley assisted Crop USA,
without obtaining a written document indicating that Reed Taylor and/or Donna Taylor
approved such transactions and/or representation. Finally, Richard Riley continued to
represent AlA Services, AlA Insurance and Crop USA prior to, and after, Reed Taylor
commenced suit in this action with full knowledge that no written documents existed
through which Reed Taylor authorized any actions taken by his firm or the corporations.
57.

Because of Richard Riley's opinion letter provided to Reed Taylor by his

old firm (the letter specifically references Richard Riley), Richard Riley is a witness in
this action as well. In other words, Richard Riley is a witness against his clients and has
diverging interests against his clients.

On one hand, Richard Riley could provide

testimony that his opinion letter was correct. In this example, he would be testifying
against his clients AlA Services and AlA Insurance because Hawley Troxell is now
arguing that the redemption of Reed Taylor's shares should be ruled illegal some 13 years
after the fact. This would also result in Reed Taylor having claims accruing against
Richard Riley, which creates another conflict of interest. On the other hand, Richard
Riley could testify that his opinion letter was wrong. In this example, Mr. Riley is still

AFFIDAVIT OF RODERICK C. BOND
IN SUPPORT OF DISQUALIFICATION - 21

testifying against his client AlA Services and the corporate officers because AlA Services
executed a separate document over 1 month after Reed Taylor sold his shares in which it
agreed to indemnify him, hold him harmless and was a release of all known and unknown
claims, all causes of action, etc. See Hearing, Ex. AC.
58.

Richard Riley and Hawley Troxell have represented Crop USA, AlA

Services, and/or AlA Insurance in various transactions. Several of Reed Taylor's claims
are based upon assets and funds being diverted from AlA Services and AlA Insurance to
Crop USA. Richard Riley and Hawley Troxell have intimate details of such transactions.
59.

An example is the Lewis-Clark Plaza Mortgage that AlA Services

obtained in 2007 from a settlement that has a value of approximately $1.2 Million and is
literally AlA Services' only significant asset other than AlA Insurance. Hawley Troxell
was aware of AlA Services and AlA Insurance's involvement in the litigation with the
state of Idaho, a copy of the settlement and various related documents are attached as
Exhibit 32. This litigation was funded with commissions and receivables in which Reed

Taylor had a perfected security interest and AlA Insurance's promise to repay funds
advanced by others.

Instead of having the mortgage transferred to AlA Insurance,

Hawley Troxell assisted in having the mortgage only transferred to AlA Services. The
effect of this transaction was to keep the Lewis-Clark Mortgage out of AlA Insurance so
that if Reed Taylor took control, the $1.2 Million Mortgage would not be an asset of AlA
Insurance. Reed Taylor first learned of the $1.2 Million Mortgage at John Taylor's first
deposition in late August, 2007.
60.

Shortly after receiving the $1.2 Million Mortgage (again that should have

been an asset of AlA Insurance or at least partly owned by AlA Insurance), Hawley
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Troxell assisted in pledging the $1.2 Million Mortgage to Crop USA for an alleged
$500,000 loan to pay attorneys' fees.

Presumably, this transaction accomplished 3

important things: (1) it ensured that Hawley Troxell would be paid for its services in this
action; (2) it made the $1.2 Million unavailable for Reed Taylor to obtain or seize; and
(3) the alleged loan assisted in Crop USA's defense because AlA Services and AlA
Insurance were paying all of the attorneys fees and costs in this action. Of course, the
loan also enabled Crop USA to be able to demand payment anytime and seize the $1.2
Million Mortgage for less than its real value. The loan called for interest to accrue at
15% interest. At his later deposition, John Taylor testified that Richard Riley assisted in
drafting the loan documents pledging the $1.2 Million Mortgage and that AlA Services
did not retain independent counsel. Again, the purported loan documents are attached as
Exhibit 32 and one document indicates that it should be returned to Patrick Collins of
Hawley Troxell.
61.

Neither Reed Taylor nor I had knowledge that AlA Services had pledged

the $1.2 Million Mortgage to Crop USA to allegedly pay attorneys' fees.

Since

ascertaining that AlA Services had obtained the $1.2 Million Mortgage, I was concerned
that the asset would be improperly pledged (as what happened) or that the asset might be
liquidated for pennies on the dollar. Finally, I was able to find some case law authority
that authorized a preliminary injunction for the court to seize and/or protect assets in light
of insolvency. As AlA Services' value had dropped steadily over the years and millions
of dollars utilized for the founding and development of Crop USA, AlA Services was
clearly insolvent based upon Reed Taylor's $8.5 Million debt. On November 29, 2007,
we filed a Motion for Preliminary Injunction with the Court requesting that the $1.2
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Million Mortgage be protected and that AlA Insurance's commission be held by the
Court. At the hearing, Hawley Troxell and its attorney(s) argued that the motion should
be denied. At the same hearing none of the attorneys for any of the defendants advised
the Court that the $1.2 Million Mortgage had already been pledged to Crop USA. I
believed that the omission of this fact demonstrated a lack of candor to the Court. The
Court denied Reed Taylor's motion.
62.

It is significant to note that the documents pertaining to the $1.2 Million

Mortgage and AlA Services' pledge of the asset to Crop USA with the assistance of
Hawley Troxell were not provided to Reed Taylor until April 17, 2008, despite Reed
Taylor's discovery requests pertaining to all loans.
63.

I had many conversations with opposmg counsel regarding AlA

Insurance's inappropriate guarantee of Crop USA's $15 Million line-of-credit. This loan
significantly impaired the value of AlA Insurance as there was no possible way the loan
could be repaid by AlA Insurance upon a default. It should be noted that I have reviewed
the lending documents and I believe that Crop USA is in technical default of various
provisions, although we have not been provided information on whether such defaults
have been declared by the lender. On December 18,2007, I sent Gary Babbitt and other
counsel a letter stating that AlA Insurance's loan guarantee was not rescinded, Reed
Taylor would take action. It should be noted that this is not the first time that this issue
was addressed and no action was taken. A copy of my letter and Gary Babbitt's email
response is attached as Exhibit 33. In his response email dated December 18,2007,to
my letter, Gary Babbitt stated that if Reed Taylor took action to rescind the loan
guarantee, he would be sued for tortious interference. Although I could not believe Mr.
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Babbitt's position, I was not surprised because Hawley Troxell had provided an
inappropriate opinion letter for the loan. Nevertheless, we did not take action because of
Gary Babbitt's email threat. Since Gary Babbitt's email, the balance due on the loan
increased by over $5.2 Million since December 14, 2007. As of May 31, 2008, the
balance owed on the line-of-credit was over $10.5 Million. Obviously, Hawley Troxell
also has a conflict of interest because they have a risk of being sued by Crop USA's
lender based upon their opinion letter.

As of the date of this Affidavit, Hawley Troxell

provided documents indicating that Crop USA may be selling most of its assets to
eliminate the debt guaranteed by AlA Insurance, Inc.
64.

In response to Reed Taylor and Donna Taylor's demand letter on the

boards of AlA Services and AlA Insurance, Hawley Troxell retained counsel. Attached
as Exhibit 34 is a copy of the response letter from Hawley Troxell's attorney dated July
31, 2008. This creates a new diverging interest between Hawley Troxell and its clients,
as Hawley Troxell and their attorneys have now retained counsel to defend themselves.
Hawley Troxell has also moved the Court for a stay of the proceedings for 90 days for the
corporations to conduct an independent investigation into the claims asserted in Mr.
Bissell's letter (Exhibit 16 above). This action is yet another example of Hawley Troxell
not proceeding in the best interests of the corporations.
65.

As discussed in this Affidavit, Hawley Troxell also issued an OpInIOn

letter stating that AlA Insurance was authorized to guarantee the $15 Million line-ofcredit for Crop USA. As discussed above, this opinion letter alone creates conflicts of
interest sufficient to warrant their withdrawal, not to mention creating diverging interests
because of possible claims from Reed Taylor, AlA Insurance and/or Crop USA's lender.
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A copy of Hawley Troxell's opinion letter is attached as Exhibit 35. I have seen several
emails that have been produced that indicate Patrick Collins of Hawley Troxell was
involved in the opinion letter to Crop USA's lenders.
There Has Been No Intentional Delay In Seeking Disqualification of the Attorneys

66.

Reed Taylor has not delayed taking action to disqualify attorneys in this

action. As discussed above, we immediately moved to disqualify Michael McNichols
and Clements Brown & McNichols. The Court denied our request and stated that the
issue was simply a complaint for the Idaho Bar. As a result, Reed did not move for
further disqualifications based upon the Court's ruling.
67.

It was not until Jonathan Halley and Clark and Feeney filed the most

recent motion for summary judgment against their client Reed Taylor that I decided to
contact the Idaho Bar. Although I did not provide names, I provided some essential facts
in this action. The representative I spoke with at the Idaho Bar confirmed to me that
disqualification was an issue for the Court to rule on and that the Idaho Bar would handle
any corresponding bar complaints. My call to the Idaho Bar was based upon two primary
concerns. First, I saw that my client was being prejudiced by the conduct of opposing
counsel. Second, I was concerned that I could be violating Rules of Professional Conduct
by not filing bar complaints against the responsible attorneys.

The Idaho Bar

representative advised me that no attorney had ever been reprimanded in Idaho for not
filing a complaint against another attorney and that is was not mandatory for me to do so.
As a result of my recent conversations with the Idaho Bar, Reed Taylor elected to pursue
disqualifying certain attorneys in this action.
III
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68.

At the recent hearing on Jonathan Halley and Clark and Feeney's Motion

to Withdraw, Gary Babbitt and Hawley Troxell argued that Reed Taylor's request for
counsel to withdraw and demand letter to the boards of AlA Services and AlA Insurance
were based upon litigation strategy. This is false. Reed Taylor is taking action to stop
the inappropriate activities and save what little money and assets are left. I have advised
most opposing counsel on many occasions about various conflicts of interest that I do not
even recall the number of times. Even though I constantly advised the attorneys in this
action of the conflicts and possible legal ramifications, the corporations were operated
and defended for the benefit of interested defendants, rather than for the benefit of the
corporations.
69.

Since my conversation with the Idaho Bar, I again reiterated the conflicts

of interest and requested that the conflicting attorneys withdraw from this action. My
goal was to represent my client by getting conflicted attorneys to amicably withdraw
from this action to prevent Reed Taylor from incurring unnecessary attorneys' fees,
expert witness fees and costs to ensure fair litigation by eliminating obvious conflicts of
interest. Although I am of the mindset that attorneys have difficult jobs and that I would
never personally want to sue another attorney because· of the difficultness of our jobs, I
cannot disagree with Reed Taylor's belief of what has transpired nor can I disagree with
the claims that he has asserted against the attorneys in his complaints.
70.

In connection with Reed Taylor's request for disqualification of the

attorneys, he is also requesting a continuance in the trial date to allow me and opposing
counsel additional time to prepare for this case.

r believe that truly independent counsel

would also likely produce certain documents that I believe have been withheld.
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Some Perceived Ramifications of the Conflicts of Interest

7l.

AlA Insurance should have been represented by independent counsel and

such counsel should not have taken directions or instructions from any interested
defendants. AlA Insurance is pledged to Reed Taylor. AlA Insurance's attorney-client
privilege remains with the corporation. Because AlA Services failed to pay Reed Taylor
in full on August 1, 2005, it follows that he is the only person to authorize any
representation of AlA Insurance. When Reed Taylor obtains operational control of AlA
Insurance, he will be in control of all attorney-client privilege and corresponding files.
He would be able to talk with Michael McNichols, Gary Babbitt, John Ashby, Richard
Riley, James Gatziolis and others on what information they know and what transpired
during their representation of AlA Insurance. This issue alone warrants separate counsel
representing AlA Insurance, and most importantly, the desires of the only person
authorized to vote the shares.
72.

By representing AlA Insurance, AlA Services, Crop USA, and/or

interested directors, it is impossible for Clements Brown & McNichols and Hawley
Troxell to keep attorney-client privilege separate and distinct as it may apply to each
party or entity.

Thus, when Reed Taylor obtains operational control of AlA Insurance,

he will be entitled to know everything each of the attorneys has learned through the joint
representation.
73.

During relevant times, Crop USA was founded and operated using AlA

Services and AlA Insurance's funds, assets; office space, employees, trade secrets and the
like. AlA Services and AlA Insurance should be asserting claims against Crop USA to
recover the $1.5 Million improper transfer from AlA Insurance and to recover all sums
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owed by Crop USA. Attached as Exhibit 36 are notes to financial statements of AlA
Insurance and Crop USA describing the inappropriate transfer of $1.5 Million to Crop
USA (the transfer was cloaked as AlA Insurance's re-purchase of stock in AlA Services,
its parent). AlA Services and AlA Insurance should also be asserting claims against the
individual defendants to recover funds, damages and their shares in Crop USA. Instead,
the defendants have inappropriately entered into a Joint Defense Agreement.
74.

From my knowledge of this case, no conflicts purportedly waived should

be valid involving the dual/multiple representation because informed consent could only
have been given by disinterested parties represented by independent counsel based upon
the significant claims in this action.

Similarly, the Joint Defense Agreement would

require the same disinterested approval and independent counsel approval.

I have

repeatedly advised opposing counsel of these issues.
75.

Discovery in this case has proceeded in the worst manner of any case that

I have ever been involved. Significant documents have not been produced by Hawley
Troxell that were obtained from other sources. Significant documents are believed to
exist, but have not been produced.

With the various conflicts associated with the

attorneys Reed Taylor is seeking to disqualifY, it is imperative that truly independent
counsel be retained by each corporation to ensure all responsive documents are produced.
The perception of fair play was eliminated early in the action when it became apparent
that the attorneys and law firms had diverging interests with their own clients.
76.

Another conflict involves a recent settlement offer in this litigation

conveyed by James Gatziolis and Quarles & Brady on behalf of all of the defendants.
Although the specific terms of the settlement offer are inadmissible and irrelevant, the
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first sentence of the settlement offer attached as Exhibit 37 included the specific
language" ... Reed Taylor and AlA Insurance would sign general unconditional releases
for each and every defendant, and each of defendant's counsel and in consideration
therefore would be provided the following ... " Exhibit 37 was provided to me by email
from James Gatziolis and Quarles & Brady via email on June 13, 2008. Not only did the
proposed settlement offer contain release language for attorneys in the first sentence, but
the offer also contained the substantially same language in Paragraph 3 of the offer:
" ... and AlA Insurance would deliver releases to all defendants and defendants' counsel."
Other opposing counsel instructed me to only deal with James Gatziolis on the offer. Just
the fact that the above quoted sentence was in the settlement offer is evidence of a
diverging conflict of interest between the defendants and their attorneys. An interesting
aspect to consider is what would have transpired if Reed Taylor had accepted all of the
settlement terms except for the unconditional release of the defendants' counsel.
77.

All of the defense attorneys have a vested interest in assisting AlA

Services and AlA Insurance to avoid complying with their contractual obligations to
Reed Taylor and associated indebtedness as a means eliminating liability for their
respective law firms. The conflicts also pose a problem for the appearance of fairness
because the law firms have control over the documents produced by the corporation (i.e.,
Hawley Troxell has a vested interest in not producing other opinion letters because such
letters could result in further claims and/or damages being asserted against it).
78.

When I refer to AlA Insurance as being represented by an attorney or law

firm, I am only doing so for purposes of this Affidavit. I believe that Reed Taylor never
authorized Clements Brown & McNichols, Hawley Troxell or Quarles & Brady to
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represent AlA Insurance for the opinion letters to Crop USA's lender or to represent AlA
Insurance in this action. Since all attorneys involved knew the Reed Taylor's $6 M Note
was due in full on August 1,2005, and that the $6 M Note had not been paid, they should
have sought written authorization from Reed Taylor to represent AlA Insurance or at the
very least ensured that separate and independent legal counsel was representing AlA
Insurance.
79.

I have also seen a portion of an opinion letter issued by Hawley Troxell to

AlA Insurance's auditors, which indicates that the auditors were seeking legal opinions
on vanous lssues.

I believe that there are other opinion letters that have not been

produced that may further implicate conflicts of interest for Hawley Troxell, particularly
in regards to the $1.5 Million inappropriate transfer made from AlA Insurance to Crop
USA that was cloaked as a stock purchase. So long as Hawley Troxell is counsel for the
defendants, I do not believe that we will ever see any further opinion letters produced
from them.
Lawsuits Against Attorneys and Law Firms

80.

Reed Taylor retained Michael S. Bissell to file suit against the attorneys

and law firms that he believes has damaged him as there are insufficient assets to pay the
over $9,000,000 now owed to him (including interest and attorneys' fees and costs). On
August 18, 2008, Reed Taylor filed suit against the attorneys and law firm of Hawley
Troxell, a copy of which is attached as Exhibit 38. On August 18, 2008, Reed Taylor
filed a lawsuit against the attorneys and law firm of Clements, Brown & McNichols, a
copy of which is attached as Exhibit 39. Reed Taylor has also retained Mr. Bissell's firm
to file suits against Clark and Feeney and Quarles & Brady. I understand that those
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lawsuits are forthcoming; however, I have removed myself from any representation in
those suits because of my position as a witness.
81.

Prior to Reed Taylor filing of the above-referenced lawsuits against the

attorneys, I advised opposing counsel on many occasions that the lawsuits would be
forthcoming if decisive and proper action was not taken or the disputes resolved prior to
litigation. No attorneys contacted me or otherwise made any effort to resolve the issues
to prevent the lawsuits from being filed. Reed Taylor filed the suits to pursue and protect
his interests and recover damages.
82.

Based upon the above and the present state of this case (including the

significant discovery still to be had in this case), Reed requests a continuance to the trial
date. Without additional time, it is impossible for me and Reed's other attorneys to fully
and fairly prepare in time for the presently scheduled trial dates. For example, despite the
Court's order for the defendants to produce electronic files, the only electronic files that
have been produced were through the emails that were previously produced. Based upon
JoLee Duclos' deposition testimony and the documents already in Reed's possession, it is
important for all electronic files to be produced, including Word files, Excel files, pdf
files and all other electronic files. As I stated, no electronic files have been produced
other than files attached to emails.
83.

I conducted a discovery conference with Mike McNichols regarding R.

John Taylor's tax returns and financial statements. Mike McNichols advised me that the
documents would not be produced. This information is crucial for Reed and his attorneys
to trace the assets and funds that we believe have been misappropriated to Reed's
detriment.

AFFIDAVIT OF RODERICK C. BOND
IN SUPPORT OF DISQUALIFICATION - 32

2q33

84.

Attached as Exhibit 40 is a copy of the bank statement where AlA

Services has been paying the funds it stopped paying to Reed.
85.

Attached as Exhibit 41 is a copy of the Joint Meeting of the boards of

AlA Services and AlA Insurance.
86.

Attached as Exhibit 42 are pertinent pages of the transcript of the

deposition of R. John Taylor.

These transcripts show that R. John Taylor has been

directing the litigation in this action.
87.

Attached as Exhibit 43 are pertinent pages of Reed's Third Discovery

Requests to R. John Taylor, which were served on October 19,2007.
DATED: This 28 th day of August, 2008.

Roderick
SUBSCRIBED AND SWORN to before me this 28 th day of August, 2008.

EPIf\! S Pt.·CKWOOD
f\I.()"!

-','

:,"·):"'J3LIC

~TE~FIOAHO

Notary Public for Idaho
Residing at:
i )isfon...,~
My commission expires: 3//~
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Exhibit A
PROMISSORY NOTE

$ 6,000,000

FOR VALUE RECEIVED, AlA Services Corporation, an Idaho corporation ("AlA"),
hereby promises to pay to the order of Reed J. Taylor (the "Payee") the principal sum of Six
Million Dollars ($6,000,000) together with accrued interest on the unpaid principal balance from
the date hereof at a per annum rate equal to eight and one quarter percent (8Y4%).
This Note is the Promissory Note referred to in, and is entitled to the benefits of, the
Stock Redemption Agreement (the "Redemption Agreement") dated as of
L1- ,
1995 between ALA and Payee. Terms used but not defined herein have the meanibg given to
each such term in the Redemption Agreement. This Note is secured by the Stock Pledge
Agreement by and between AIA and Payee, and by the Security Agreement by and between ALA
and Payee, each of even date herewith (the "Stock Pledge Agreement" and the "Security
Agreement," respectively), to which reference is made for a description of the collateral subject
thereto.

J vi,

(

"

Payments of interest only shall be made monthly in lawful money of the United States in
immediately available funds commencing one month from the date hereof at the address of Payee
to which notices are to be sent pursuant to the terms of the Redemption Agreement, or at such
other place as the holder hereof shall designate in writing. The entire balance of all principal and
any accrued but unpaid interest shall be due and payable on the tenth anniversary of the date of
this Note.
This Note may not be prepaid in whole or in part without the prior written consent of
Payee.
It is expressly provided that if (i) a default is made in the punctual payment of monthly
interest hereunder and continues for more than five (5) business days after the receipt of written
notice of such default, or (ii) a default occurs under the Stock Pledge Agreement or Security
Agreement, or the Consulting Agreement or Noncompetition Agreement betweep AlA and
Payee, and such default continues after the expiration of any applicable cure period, or an Event
of Default under the Redemption Agreement occurs and AlA fails to cure the same within thirty
days after the receipt of written notice of such def~ult, then the entire remaining unpaid balance
of principal and all interest accrued thereon may, at the option of the holder hereof, be declared
to be immediately due and payable without notice (the "Acceleration") and the lien given to
secure its payment may be foreclosed.
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This Note is subordinate to the payment of the redemption obligations owed by Company
to Donna Taylor pursuant to that certain letter agreement dated January 11, 1995, signed by
Company, Payee, Donna Taylor and Cumer Green.
Except as otherwise expressly provided herein, the undersigned and all endorsers and all
persons liable or to become liable on this Note hereby (a) waive diligence, presentment, demand,
protest, and notice of any kind, (b) consent to any and all renewals and extensions in the time of
payment hereof, (c) waive any right to offset against amounts due to Payee hereunder any
amounts due to the undersigned pursuant to the Redemption Agreement or any agreement (or
exhibit thereto) listed therein, and (d) agree that at any time the terms of payment hereof may be
modified or security released, without affecting the liability of any party to this Note or of any
person liable or to become liable with respect to any indebtedness evidenced hereby.
In the event this Note is placed in the hands of an attorney for collection, or suit is
brought on the same, or the same is collected through bankruptcy or other judicial proceedings,
then the undersigned agrees and promises to pay reasonable attorney fees and collection costs
incurred in connection therewith, including all out-of-pocket expenses incurred by the holder
hereof, with or without suit, on appeal or in bankruptcy or other insolvency proceedings.
AlA acknowledges receipt of the following notice: .
ORAL AGREEMENTS OR ORAL COMMITMENTS TO LOAN MONEY,
EXTEND CREDIT, OR TO FORBEAR FROM ENFORCING REPAYMENT OF A
DEBT ARE NOT ENFORCEABLE UNDER IDAHO LAW.
AlA SERVICES CORPORATION

!35679B.M44
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Reed J. Taylor
P.O. Box 538
I.,.ewiston ID 83501
Re:

Common Stock Redemption

Dear Mr. Taylor;
This opinion is being delivered to you pursuant to Section 2.5(j) of the Stock Redemption
Agreement dated July 22, 1995 ( n Agreement") by and between AIA Services Corporation, an
Idaho corporation ("Company") and Reed J. Taylor. All capitalized terms not defined herein
shall have the respective meanings ascribed to them in the Agreement. The phrase "Transaction
Documents" refers collectively to the Agreement, together with the Note, the Pledge Agreement,
the Security Agreement, the Consulting Agreement Md the Noncompetition Agreement, as such
documents are defined in the Agreement.

We have acted as general counsel for the Company in connection with the transactions
contemplated by the Agreement. As such general counsel, we have assisted in the negotiation,
and have examined executed counterparts (or photostatic copies of executed counte:rparts) of the
Agreement and other Transaction Documents.
In addition~ we have examined originals, executed counteIparts or copies of such
agreements, corporate records, instruments and certificates.• certificates of public authorities and
such matters of law as we have deemed necessary for the purpose of rendering the opinions set
forth herein. To the extent we deemed necessary for the pUIposes of this opiniont we have
relied. upon (i) the statements and representations of the Company as to factual matters, (n) the
corporate records provided to us by the Company, and (iii) certificates and other documents
obtained from public officials. We have further relied as to factual matters on the representations
and warranties contained in the Agreement and the other Transaction Documents (including.,
without limitation, Mr. Taylor's representations in Article N of the Agreement) and on the
Company's representations in Schedule ill (attached) to the Agreement; and we have assumed
the completeness and accuracy of aU such representations and warranties as to factual matters.
We have assumed the genuineness of all signatures (other than those of the Company), the legal
capacity of Mr. Taylor to execute the Agreement and all other documents we have reviewed,
the authenticity of all documents submitted to us as originals, and the conformity to original
documents of all documents submitted to us as certified, photostatic, reproduced or conformed
copies. We have further assumed that the Agreement and the other Transaction Documents have
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Reed J. Taylor

August 15, 1995
Page 2

been duly authorized. executed and delivered by Me. Taylor and are enforceable against him in
accordance with their respective terms, and that the execution, delivery and performance of the
Agreement and the other Transaction Documents by Mr. Taylor does not and will not result in
. a breach of, or constitute a default under, any agreement, instrument or other document to which
Mr. Taylor is a party, or any order, judgment, writ or decree applicable to such party to which
~. Taylor's property i8 subject.

~~------------------------~

Whenever our opinion with respect to the existence or absence of facts is indicated to be
based on . our knowledge, we are referring to the actual knowledge of R. M. Turnbow and
L Richard A. Ril
sole attorn in Eberle, Berlin Karlin Turnbow & McKlveen
. Chartered who have represented the Company during e course of our representation in this
transaction. Except as expressly set forth ~erein, we have not undertaken any independent legal
or factual investigation to detennine the existence or absence of such facts, and no inference as
to our knowledge of the existence or absence of such facts should be drawn from such
representation.
Based upon and SUbject to our examination and assUIllptiODS as aforesaid and subject to
the qualifications hereinafter set forth, we are of the opinion that, except as set forth in the
attached Schedule ill andlor the Schedules attached to the Agreement:

1.
The Company is a corporation duly organized and validly existing under
the laws of the State of Idaho. Based solely on the attached Certificates of Corporate Status
issued by the Idaho Secretary of State, the Company, The Universe Life Insurance Company
CUniverse"), AlA Insurance, Inc. ("AIAI") and Farmers Health Alliance Administrators, Inc.
("Farmers") are corporations incorporated under the corporation laws of the State of Idaho and
in good standing on the records of the Idaho Secretary of State.
2.
The Company and its Subsidiaries have full corporate power and authority
to enter into, execute and deliver the Transactions Documents and to perform their respective
obligations thereunder; all corporate action on the part of Company and its Subsidiaries, and
their respective director:; and shareholders, necessary for the authorization, execution, delivery
and performance by Company and its Subsidiaries of the Transaction Documents and the
consummation of the transactions· contemplated thereby has been taken; and the Transaction
Documents have been duly executed and delivered by Company and its Subsidiaries. The
Transaction Documents constitute the valid and binding obligation of Company and its
Subsidiaries enforceable against them in accordance with their respective tenns, except that
enforceability may be limited by (a) applicable bankruptcy, insolvency, moratorium,
reorganization, fraudulent transfer, receivership. cO,nservatorship or similar laws affecting
creditor's rights generally, (b) the exercise of judicial discretion in accordance with general
principles of equity (whether applied by a court of law or equity) and (c) considerations of public
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Reed J. Taylor
August 15 t 1995
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policy.
3.
Neither the execution and delivery of the Transaction Documents by
Company and its Subsidiaries, nor the consummation of the transactions contemplated thereby 1
will (a) conflict with or violate any provision of their respective Articles of Incorporation or
Bylaws, as amended; or (b) constitute a violation or default under any indebtedness, indenture,
mortgage, deed of trust, note, bond, license, lease agreement, or other material agreement or
instrument to which Company or any of its Subsidiaries is a party or to which any of its assets
or the ass~ts of its Subsidiaries may be subject; or (c) to the best of our knowledge, violate any
law, rule, license, regulation, judgment, order, ruling, or decree, including any insurance laws
or regulations of any jurisdiction to which Company or any of its Subsidiaries are subject,
gove:ro:ing or affecting the operation of Company or its Subsidiaries in any material respect.
Neither the execution and delivery of the Transaction Documents by Company and its
Subsidiaries, nor the consummation of the transactions contemplated thereby ~ will constitute an
event permitting termination of any material agreement or the acceleration of any indebtedness
of the Company or other liability, with or without notice or lapse of time, or result in the
creation or imposition of any lien upon the Collateral.

4.
No consent, authorization, approval or exemption by, or filing with, any
Person or any Governmental AuthOrity is required in connection with the execution, deliyety and
performance by Company and its Subsidiaries of the Transaction Documents, or the taking of
any action contemplated thereby, except such as have been obtained prior to Closing.
5.
All of the currently outstanding Pledged Shares are owned beneficially and
of record by Company and, to the best of our knowledge, there are no warrants, options, or
other rights to purchase such Pledged Shares.
6.

Except for the lien of First Interstate Lien upon the First Interstate Shares,
and any interest in the Commission collateral created or granted in favor of The Centennial Life
Insurance Company pursuant to that certain Reimbursement Agreement dated August 11, 1995
among The Centennial Life Insurance Company, AIA Services Corporation, AIA lrumrance,
Inc .• The Universe Life Insurance Company and AlA MidAmerica, Inc., the Collateral is free
and clear of all pledges, liens, encumbrances, security interests, equities, claims, or options.
Upon delivery of certificates representing the Pledged Shares of AIAI and Fanners to
Shareholder at Closing, Shareholder shall have at Closing a perfected first priority security
interest in such Pledged Shares.
7.
To our knowledge t there are no claims, actions, suits, proceedings or
investigations pending or threatened against or relating to Company or any of its Subsidiaries,
at law or in equity before o~ by any Governmental Authority, nor has any such action, suit,
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proceeding or investigation been pending during the three-year period preceding the date hereof.
Neither Company nor any of its Subsidiaries is in default with respect to any adjudicatory order,
writ, injunction or decree of any Governmental authority and neither Company nor any of its
Subsidiaries is a party to any cease and desist order, supervisory agreement or arrangement,
consensual or otherwise, with any Governmental Authority.
j

The foregoing opinions are limited to the laws and regulations of the State of Idaho
(excluding the principles of conflicts of laws); and we have not considered and expressed no
opinion o~ the laws or regulations of any other jurisdiction. This opinion is rendered only with
respect to the laws and the rules, regulations and orders (excluding the principles of conflicts
of laws) of the State of Idaho that are in effect as of the date hereof. We assume no
responsibility for updating this opinion to take into account any event. action, interpretation or
change 'of law occurring SUbsequent to the date hereof that may affect the validity of any of the
opinions expressed herein.
The enforceability opinion expressed in opinion
following additional qualifications:

12

of this letter is subject to the .

(i)
The terms of any commission agreement, lockbox agreement or other
account agreement which may affect the Commission ColJatera1, the rights of the parties
(other than Company or any of its Subsidiaries) to any such agreement, and any claim
or defense of such parties against the Company or any of its Subsidiaries rising under or
outside any such agreement.
(ii)
The qualification that certain rights, remedies and waivers contained in the
Transaction Documents may be rendered ineffective, or be limitcd t by applicable Idaho

laws or judicial decisions governing such rights, remedies and waivers; but the inclusion
of such rights; remedies and waivers does not affect the validity or enforceability of other
prOvisions of the Transaction Documents and, in the event the Company or any of its
Subsidiaries does not comply with the material terms of the Transaction Documents, Mr.
Taylor may exercise remedies that woUld nonnaIIy be available under Idaho law to a
secured party provided Idaho law applies and Mr. Taylor proceeds in accordance with
such law.

(iii)
We express no opinion with respect to the perfection or the relative
priority of the security interests granted to Mr. Taylor in the Commission Collateral.
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This opinion is furnished by US solely for your benefit for use in connection with the
Transaction Documents and the transactions contemplated thereby;· and it may not be furnished
or quoted: to~ or relied upon, by any other person.
Very truly yours,

sf
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SCHEDULE m TO STOCK PURCHASE AGREEMENT
This Schedule sets forth the exceptions to representations and warranties made by the
Company to the Shareholder in Article m of the Stock Redemption Agreement dated July 22,
1995 ('tAgreement") between AlA Services Corporation ("Company") and Reed J. Taylor
("Shareholder").

1.,

EXCEPTIONS APPLYlNG TO THE COMPANY GENERALLY.

A.
Sections 3.3 and 3.11. The Company's representation that the execution, delivery
and performance of the Agreement and the consummation of the transactions contemplated
thereby will not result in a violation or default under any material agreement or other instrument
by which, the Company or any Subsidiary is bound and the Company's representation that it is
not in violation of any such agreement or instrument are qualified as follows:
The Company is currently in technical default of certain financial covenants contained
in the First Interstate Loan agreement. Those covenant defaults are described in the attached
letter to First Interstate Bank: from Rick L Johnson, the Company Vice President, Finance.
Absent the Bank's w,ritten consent, completion of transactions contemplated in the Agreement
may cause additional technical defaults of negative ,financial covenants contained in the Bank
loan agreement.
The Company has thoroughly disclosed to the Bank all details regarding the proposed
transactions. In vIew of the current defaults, the Company has not asked for nor has the Bank
volunteered written consent.

As the Company is current in all payments due to.Bank, the Company does not anticipate
adverse action by the Bank prior to the scheduled loan payoff date of July 20, 1996.
B.
Sections 3..2 and J...~. The Company's representations concerning consents in
Sections 3.2 and 3.3 are qualified as follows:
1.
The Company has been made aware that the Texas Department of
Insurance has taken the position that the distribution of AlA Insurance J Inc. requires prior
departmental approval due to the status the Company's Subsidiary, The Universe Life Insurance
Company ("Ulle"), as "commercially domiciled" in Texas. The Company, while disputing the
necessity of such approval, has none the les.s filed the necessary fonus to obtain such approval.
The Texas Insurance Department has not yet given its approval for distribution of AIA

Insurance, Inc.
The California Department of Insurance requires the submission of a prior
approval form for the Centennial reinsurance treaty. Since the transaction does not affect any
California insureds t and ULIC is not being dissolved or merged, approval is expected in due
course. Approval from California has not yet been obtained.
~~IiIi~PDERICK

C. BOND
IN SUPPORT OF DISQUALIFICATION

24/10 2008 1~:49 FAX 1 206 587 2a08

CAIRNCROSS

t4l 007

2.
As described above in connection with Section 3.3. t certain transactions
contemplated by the Agreement would violate provisions of the First Interstate Bank Loan
Agreement and related documents.
C.
Section 3&. The Company's financial representations contained in Section 3.6
are supplemented by the following attached financial statements related to the quarter ended June
30, 1995:

AIA Services Consolidated Balance Sheets at June 30, 1995.
AIA Services Consolidated Statement of Income For Six Months Ending June 30, 1995.
The Universe Life Preliminary Results of Operations (Statutory Basis) For Three and Six
Months Ending June 30, 1995.
Great Fidelity Preliminary Results of Operations (Statutory Basis) For Three and
Six Months Ending June 30 J 1995.
AlA Services Consolidated Preliminary Results of Operations For Six Months Ending
June 30, 1995.

lIt

EXCEPTIONS APPLYIN'G SOLELY TO UNIVERSE LIFE.

Sections 3.1. 3.9 and 3.11. The Company's representations concerning Universe Life's
good standing and qualification to transact business in various stat~ and its compliance with
state insurance laws are qualified by the following description of regulatory proceedings in the various states in which the insurance company transacts business.
~. On March 22, 1994, the State of Texas issued Cease and Desist Order No. 940282 against Universe Ufe and its subsidiary, AIA Insurance, Inc. The Order was based on
preliminary examination findings reported to the Texas Department of Insurance ("IDI") by the
examiners. The Order alleged that Universe Life and its affilia.te engaged in unfair methods of
competition and deceptive practice of insurance and that Universe Life was in hazardous
financial condition. Following discussions with the company and receipt of. additional
documentation, TDI issued a Consent Order dated May 17, 1994 which superseded the Cease
and Desist Order in its entirety. The Consent Order abandoned allegations of unfair competition
and deceptive practices and focused on TDI' 5 concerns with the proper reserving for the
Supplemental Benefit Accumulation (~SBA ") feature of Universe Life's GUH product and the
valuation of Universe Life's investment in its .subsidiary, AIA Insurance, Inc.

To address its concern with conflicting actuarial opinions on the proper reserves for the
SBA, the May 17, 1994 Consent Order directed Universe Life to select an independent aotuary
to review Universe Ufe's SBA reserving methods and factors. Universe Life and the
Department agreed that this actuarial review would bepetfonned by Donna R. Claire, F.S.A.,
of Claire Thinking, an independent consulting actuary. Ms. Claire performed an asset adequacy
analysis of Universe Life's reported December 31 J 1993 SBA resenres J including a thorough
review of GOO product features, actuarial assumptions, actual experience and historical trends.
Ms. Claire~s analysis is contained in her Asset Adequacy Report dated June 12, 1994.
M~¥lllrQ¥aJ}9DERICK C. BOND
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In her Report. Ms. Claire observed that Universe Life's GUH product, with itS SBA
feature, is an innovative product and that. "[a]s such, there is no current reserve standard for
the SBA in state law that specifically fits this benefit-. Ms. Claire concluded that (i) Universe
Life's independent consulting actuaries, Milliman and Robertson, had developed Ita methodology

which follows the basic standards of establishing reserves that reflect the underlying rlsks of the
product-; (ii) "[t]he reserve methodology used by [Universe Life's actuaries] does appear to be
reasonable~; and (ill) "given the experience that was developed through 1993, the reserves
reported in the [1993] Amru.al Statement were adequate". Based on sensitivity tests which
showed that the reported reserves may be inadequate if adverse trends occur, however, Ms.
Claire :recommended that the reserves be increased on the basis of Itsomewhat stronger" reserve
assumptions. APPlying the same gross premium valuation methodology used by Universe Life
to develop its reported reserves, Ms. Claire developed new reserving factors reflecting her mOte
conservative assumptions. Universe Life agreed with !DI that the SBA reserves for the Texas
certificateholders under GOO policy would be determined prospectively in accordance with the
factors developed by Donna Claire, with any increase in reserves being applied ratably beginning
July I, 1995 and with the final entry being :made December 31, 1996.

With respect to the valuation of AIA Insurance, Inc., TDI acknowledged that Universe
Life's accounting for the value of AlA Insurance was pennissible under Texas law; but, in light
of a Texas statute allowing the Commissioner to aScnoe any other valuation he believes more
appropriate (after hearing) and the impending statutory change in the Idaho Insurance Code
effective July 1, 1995 (see below), the May 17, 1994 Consent Order directed that Universe
Life's investment in AIA Insurance, Inc. be reduced, ratably over a three-year period beginning
December 31, 1994, to the lesser of net worth as determined in accordance with generally
accepted accounting principles or the valuation amount reflected in the final report of this
examination.
During the period of discussions between Universe Life and IDI, the Texas Insurance
Commissioner approved Universe life's new GUH ill product and the transfer of Universe
Life's group health and life insurance business in Texas by reinsuring, on an assumption basis,
all of such business with The Centennialllie Insurance Company. See "Market Conduct
Activities - Policy Form Filings and Approvals" and "Subsequent Events-Sale of Group
Universal Health Business" above.
On.October 13, 1994, TDI issued a further Consent Order which superseded the May
17. 1994 Consent Order in its entirety. The October Order recited Universe Life's agreement
concerning .the implementation of the Claire factors for reserving for the SBA and ordered that

Universe Life reduce the reported value of its subsidiary, AIA Insurance, Inc •• to the lesser or
net worth (as detennined in accordance with generally accepted accounting principles) or the
valuation amount reflected in the final report of this examination, provided that the adjustment
in the AlA Insurance carrying value would be made ratably over a three-year period beginning
December -31, 1994.
ldaJ!Q. Based on the financial concerns raised by the preliminary examination results and
the issuanCe of the Texas Cease and Desist Order, the Idaho Department of Insurance
("Department") initiated an inquiry resulting in a Voluntary Agreement Concerning Supervisor,
dated April 26, 1994 between Universe Life and the Department. Under the Agreement,
Universe Life has provided financial and other information to the Department on a regular basis
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to enable the Department to infonnally monitor Universe Life's financial condition and
operations to assure that policyholders' interests were protected during the period required to

resolve the financial and other examination issues. During the period of discussions, the
Department has approved Universe Lifets new GUH m product, the transfer of Universe Life's
individual ;health insurance business to States General Life Insurance Company and the transfer
of its group health and life insurance business to The Centennial,llie Insurance Company.
Byiagreement dated December 23, 1994, the Idaho Department approved Donna Claire's
gross premium valuation method and Ms. Claire's reserving factors for calculating SBA reserves
in accordance with her Asset Adequacy Report dated June 12, 1994. The Department agreed
that Universe Life would not be required to resta.te its 1992 or 1993 Annual Statements and that
implementation of the Donna Claire reserve adjustment will be made prospectively, in
<:\ccordance with '!DI's October 13, 1994 Consent Order. on a quarterly basis beginning with the
thitd quarter of 1995 and ending December 31, 1996. The following table shows the effect of
the Donna' Claire adjustments to Universe Life's reported aggregate reserve for accident and
health policies and to its capital and surplus at December 31, 1992, 1993 and 1994;

Capital &. surplus reported by UniverSa 1.ife:
Aggregate re~rve for A & B policies
As :reported
As <ialculated by Claire factor
Cl~e factor adj1lllt:lX\l!Int

1m

1m.

.1224

$ 5.418,74&

$ 5,l4(l.830

$ 4,182,781

10,376,371
7,843,186
2.5:13,184

14,040,419

9,193,850
9,579.581
(
385,73l)

14,801,661
(

761.242~

I

Capital & BUrPlus aftet' Clair!;> factor adjnstment;

$ 7,!m,932

3; 4J79~§8

$ 3,197,050

In the December 23, 1994 agreement, the Idaho Insurance Department acknowledged
that, until july I, 1995, the Idaho Insurance Code pennits Universe Life to continue to report
its investm~nt in AlA Insurance, Inc. at historical cost (subject to a 15 % of assets limitation) on
its 1992, 1993, and 1994 Annual Statements. Although permitted by Idaho statute, this valuation
of AlA InsUrance, Inc. deviates from the NAIC standards for investment in subsidiaries as set
forth in th~ NAtC Accounting Practices and Procedures Manual for Life and Accident and
Health InsUrance Companies. See ~Valuation of AlA! Insurance, Inc. " above under the caption
ttCommentS on 1992 Financial Statements; Common Stock On July 1, 1995, Universe Life
will be required to reduce the value of its investment in AIA Insurance, Inc., for statutory
accountinglpurposes t to the net book value of ALA Insurance1 Inc (which was $2,424,097 at
December 31, 1992).
ft

•

Other States. The following regulatory proceedings in other jurisdictions were
precipitated by the issuance of the Texas Cease and Desist Order andlor the preliminary
examinatio~ findings contained therein;

A Notice of Hearing and Order to Show Cause with Suspension Instanter was issued by
the Oklahoma Insurance Commissioner on April 6, 1994 based on the Texas Cease and Desist
Order. On: May 26, 1994, by letter agreement based on the May 17, 1994 IDI Consent Order
and UniverSe Life's Apri126, 1994 Voluntary Agreement with the Idaho Insurance Department,
the Oklahoma Department agreed to suspend and terminate the prior Notice and Order to Show
~1iIOPal\,QDERICK C. BOND
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Cause ao<i'lto allow Universe Life to continue to solicit business from its existing policyholder
associations.
An Order of Suspension based on the Texas Cease and Desist Order was issued by the
lllinois DePartment of Insurance on April 26, 1994. The Suspension Order was lifted by
StipuJationland Consent Order dated July 27, 1994, pursuant to which Universe Life agreed to
notify the illinois Department before transacting new business in the state during the next three
years.

A notice to show cause regarding suspension from doing business in the State of
Mississippi! was ismed by the Mississippi Insurance Department on May 6, 1994, based on the
Texas Cease and Desist Order. Suspension of Universe l..ife's certi:ficate of authority was
ipitially stayed by the Department; however, on September 8, 1994, a Suspension Order was
entered based upon the appearance that Universe Life was then in an unsound condition.

'!'4e' Alaska Insurance Department issued an Order suspending Universe Life's certificate
of authority on May 19, 1994, based on the Texas Cease and Desist Order. Universe Life
entered into an Agreement to Suspend New S?les on July 27. 1994; and the Alaska Insurance
Department withdrew the suspension order. Universe Life had not been writing new business
in Alaska, so the Agreement to Suspend New Sales has had no financial effect on Universe
life's operations.
TheiMissouri Insurance Department issued a Notice of Institution of Case and Statement
of Charges dated June 2~ 1994; based upon the Texas Cease and Desist Order. A hearing in the
matter has been continued indefinitely, to be re-set upon ;further notice to Universe Life.
In June 1994, the. California Insurance Department initiated an informal inquiry based
on the Texas Cease
Desist Order. Universe life entered into a confidential voluntary
agreement to cease writing new business in California. Universe Life had not been writing new
business in California; so the confidential agreement has had no financial effect on Universe
Life's operations.

and

On June 6, 1994, a Suspension Order was issued by the Wyoming Department of
Insurance without prior notice or hearing, based on the Illinois Suspension Order. Based upon
subsequent withdrawal of the TIlinois and Texas orders, Wyoming li.ft.ed the Order of Suspension
and entered a Stipulation and Consent Order dated July 28, 1994, pursuant to which Universe
Life was permitted to continue soliciting its existing policyholder association but agreed not to
solicit other. business in Wyoming without the Department's consent.

Universe Life voluntarily agreed to suspend neW business in Oregon pending resolution
of the Oregon Insurance Department's concerns under a unique Oregon statute regarding
valuation of Universe Life's investment in AlA Insurance, Inc. A Consent Order was issued

June 30, 1994. A Suspension Order was issued August 23, upon expiration of the Consent
Order. Uni,verse Life requested a hearing; and an Amended Suspension Order prohibiting new
sales was entered November 2, 1994.
A Notice of Summary Suspension was issued by the Iowa Division of Insurance on
August 15, 1994, based on failure of Universe Life to file its annual audited financial report by
sl\~Iili QJ;;g1{PDERICK
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J1llle 1, 1994. (The auditor's report on Universe Life's 1993 financial statements was delayed
pending Idaho's detetmination of financial issues .raised by the examination. A draft of the
audited financial statements had previously been provided to Iowa Division of Insurance.) The
Order of Suspension was rescinded and the administrative proceeding dismissed on September
6, 1994. On January 6, 1995, the Division issued a Notice of Hearing to determine whether
Universe Life's surplus met statutory minimums. Outside counsel informed Universe Life on
AprillO, 1995 that Iowa is dropping the action.
Universe llie entered into an Agteement with the Washington Insurance Department dated
August 18, 1994, in which Universe Ufe voluntarily agreed not to write any new business in
the State without prior approval of the Commissionert pending submission of information
establishing that Universe Life's financial condition is not detrimental to Washington
policyholders.

On September 9, 1994, the Utah Insurance Department issued a Notice of Informal
Adjudicative Proceeding summarily suspending Universe Life's Certificate of Authority for
failure to maintain minimum capital and surplus as calculated under unique Utah statutes.
Universe Life's hearing request was withdrawn after the Department's Chief Examiner advised
that the .suspension order could be lifted upon informal presentation by Universe Life's
management after. year-end demonstrating compliance with minimum capital and surplus
requirements.
The Nebraska Department contacted Universe Life on October 14, 1994, concerning
Universe Life's financial condition. Universe Life signed a Consent Order to suspend new sales
on October 28, 1994.

~moFa~C6>DERICK C. BOND
IN SUPPORT OF DISQUALIFICATION

STOcr'REDE:MPTION RESTRUCTURE AGREEMENT
This Stock Redemption Restructure Agreement ("Agreement") is made and entered into as
of the 1st day of July, 1996, by and among AlA SERVICES CORPORATION, an Idaho
corporation ("Company"), REED J. TAYLOR ("Creditor") and DONNA J. TAYLOR ("Series A
Preferred Shareholder").
RECITALS:
A.
Company is the parent holding company and owner of all of the capital stock of AlA
Insurance, Inc. ("AIAI"), Farmers Health Alliance Administrators, Inc. ("Farmers"), and The
Universe Life Insurance Company, an Idaho domestic insurance company ("Universe") (other than
certain shares held by directors of Universe as required by law). Great Fidelity Life Insurance
Company, a stock life insurance company domiciled in Indiana ("Great Fidelity"), is a whollyowned subsidiary of Universe. Company, AlAI, Farmers, Universe and Great Fidelity are
collectively referred to herein as the "Companies".
B.
Pursuant to that certain Stock Redemption Agreement between Company and
Creditor dated July 22, 1995, as amended by that certain Addendum to Stock Redemption
Agreement also dated July 22, 1995 (together, the "Stock Redemption Agreement"), all of Creditor's
shares of common stock of Company were redeemed.
As part consideration ofthe redemption and Creditor's execution of a Noncompetition
Agreement dated July 22, 1995 ("Noncompetition Agreement"), Company: (i) executed a

C.

pronllssorynote dated July 22, 1995 payable to Creditor in the principal amount of$I,500,000 (the
"Down Payment Note"), which Down Payment Note became due and payable in fun by its terms
on October 21, 1995; (Ii) executed a promissory note dated August 1, 1995 payable to Creditor in
the principal amount of $6,000,000 (the "$6MNote"), which $6M Note was secured by (a) that
certain Stock Pledge Agreement dated July 22, 1995 ("Stock Pledge Agreement") granting Creditor
a security interest in all of the shares of capital stock held by Company in Universe, AIAI, Farmers
and, in the event of a distribution of such shares to Company, Great Fidelity (the "Pledged Shares"),
and (b) that certain Security Agreement dated July 22, 1995 ("Security Agreement"), granting
Creditor a security interest in all commissions from the sale of insurance or related services by or
on behaIf of, or payable to, the Companies (the "Commission Collateral"); and (iii) agreed to pay
Creditor a sa1my equal to $20,000 per month until the Down Payment note is paid in fulL Company
and Creditor also entered into a Consulting Agreement dated July 22, 1995 ("Consulting
Agreement"), pursuant to which Creditor is entitled to receive $12,250 per month for a period of
three (3) years following the payment in full of the Down Payment Note. The Stock Redemption
Agreement, the Down Payment Note, the $6M Note, the Security Agreement, the Stock Pledge
Agreement, the Consulting Agreement and the Noncompetition Agreement are collectively referred
to herein as the "Original Documents". The Original Documents other than the $6M Note are
collectively referenced herein as the "Superseded Documents".
D.
By letters dated April 18, 1996, April 25, 1996 and June 4, 1996 (collectively, the
"Notice of Default"), Creditor gave Company formal notice of numerous alleged defaults under the
Original Documents, including but not limited to; (i) the failure to pay the Down Payment Note

=:Is.'4~~;m~ll:rie:~~~:r~~~!nr:~f~::~V:;;lfJ
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Stock Redemption Agreement, (ill) the failure to pay Creditor's attorneys' fees as required by the
Stock Redemption Agreement, (v) the failure to comply with certain requirements of the Security
Agreement regarding the establishment and control of a Commission Collateral account, and (vi)
the fuilure to pay funds raised in the course of the Company's "Series C" preferred stock offering to
Creditor as required by agreement among Company, Creditor and Series A Preferred Shareholder.
Company disputes each of these allegations of default.

E.
The parties now wish to restructure the stock redemption transaction by (i) adjusting
the principal amount of the Down Payment Note, extending its maturity date, providing for interest
to accrue on the principal balance of the Down Payment Note, requiring monthly payments of
principal and interest under the Down Payment Note, and providing security for the payment of the
Down Payment Note; (ii) terminating the Consulting Agreement, revising the Noncompetition
Agreement, and terminating the Company's obligation to pay Creditor a monthly salary; (iii)
amending the terms of the Security Agreement and the Stock Pledge Agreement; and (iv) revising
certain representations, warranties and covenants contained in the Stock Redemption Agreement;
and (v) simplifYing and consolidating the various default provisions and remedies therefor. In
exchange for this restructuring of the Company's obligations to Creditor, Creditor is willing to agree
to waive, and to forebear from exercising any remedies he may have for, any existing defaults under
the Original Documents, including·(without--limitation) those· defaults··alleged in the Notice of
Default.
F.
Series A Preferred Shareholder is the holder of all of the shares of Company's Series
A Stated Value Preferred Stock_ Pursuant to (i) Company's Articles of Incorporation and (ii) that
certain letter agreement among the parties hereto and Cumer L. Green ("Green") dated January 11,
1995, as amended by (a) that certain letter from Green to Richard A Riley ("Riley") dated March
22, 1995, (b) that certain letter agreement among the parties, Green and Richard W. 'Campanaro
dated July 18, 1995, (c) that certain letter from Green to Riley dated August la, 1995, and (d) that
certain letter from Creditor to Series A Preferred Shareholder dated April 16, 1996 (collectively, the
"Series A Preferred Shareholder Letter Agreements"), the parties thereto agreed that Series A
Preferred Shareholder would have her stock in Company redeemed in accordance with a specified
payment plan, and that certain payments to Creditor under the Origllial Documents would be
subordinated to the Company's obligation to pay Series A Preferred Shareholder. Concurrent with
this Agreement, Creditor, Company and Series A Preferred Shareholder have entered into a new
agreement (" Series A Preferred Shareholder Agreement") which supersedes and replaces the Series
A Preferred Shareholder Letter Agreements.

G.
It is the intention of the parties that this Agreement will supersede and replace the
Stock Redemption Agreement with respect to any and all representations, warranties and covenants
which were made in the Original Documents and which survived the closing of the stock redemption
transaction, and that neither Creditor nor Company will have any right to claim default under any
of the Original Documents (as they may be amended by this Agreement) merely because any such
representation, warranty or covenant was or in the future becomes false or unperformed. The parties
wish to rely entirely upon those repres~ntations, warranties and covenants contained in the Amended
Stock Pledge Agreement (as defined below). All such representations, warranties and covenants
shall be deemed to have been made on the date of this Agreement.
AFFIDVIT OF RODERICK C. ~EMENTS
IN SUPPORT OF DISQUALIFICATION

In consideration of the mutual promises contained herein and other good and valuable
consideration, the receipt and sufficiency of which are hereby acknowledged, the parties agree:
Restructure of Redemption Agreement.

1.

1.1
Amended and Restated Down Payment Note. Concurrent with its execution of this
Agreement, Company shall execute an Amended and Restated Down Payment Note (It Amended
Down Payment Note") in the form attached hereto as Exhibit A; and the original note shall be
marked "Amended, Restated, Superseded and Replaced The Amended Down Payment Note shall
adjust the principal amount of the Down Payment Note to $1,500,000. The principal amount of the
Amended Down Payment Note is hereby acknowledged by the Company to reflect all payments
made by Company with respect to, and all offsets which Company may claim against, such note as
of the date of this Agreement, and any other liabilities Creditor may have to Company (other than
liabilities arising from claims by third parties and liabilities arising under this Agreement or any of
the other Restructured Obligations). In addition, the principal amount of the Amended Down
Payment Note is hereby acknowledged by Creditor to include all amounts (or the present value
thereof) now due or to become due from Company to Creditor under the Original Documents and
all other claims of Creditor against Company whatsoever as of the date of this Agreement, other than
the obligations arising under this Agreement or the other Restructured Obligations. The Amended
Down Payment Note shall bear interest at the rate of9.5% per annum (14% while in default), and
shall entitle Creditor to monthly payments of principal and interest in the amount of $33,750 per
month, payable on the first day of each month commencing August 1, 1996 and continuing until
such Note is paid in full. The entire balance of principal and accrued but unpaid interest on the
Amended Down Payment Note shall be due and payable on October 31, 1996. The monthly
payment of principal and interest on the Amended Down Payment Note shall be secured by the
Commission Collateral as provided in the Amended and Restated Security Agreement- (as defined
below); and all obligations of Company under the Amended Down Payment Note shall be secured
by the Pleqged Shares as provided in the Amended Stock Pledge Agreement (as defined below).
If.

1.2
Amended and Restated Security Agreement. Concurrent with the execution of this
Agreement, Company and Creditor shall execute an Amended and Restated Security Agreement
("Amended Security Agreement") in the form attached hereto as Exhibit B; and Company shall
execute such financing statements and other similar documents necessary to perfect Creditor's
securitY'interest granted pursuant to the Amended Security Agreement. The Amended Security
Agreement shall provide that the Commission Collateral is security only for the payment of monthly
installments of principal and interest under the Amended Down Payment Note and for monthly
installments of interest under the $6M Note. Creditor, Company and the depository institution at
which the Collateral Account (as defined in the Amended Security Agreement) is established shall,
on or before the date ofthis Agreement, enter into an Escrow Agreement in the form attached thereto
as Exhibit C ("Escrow Agreement lf) .
1.3
Amended and Restated Stock Pledge Agreement. Concurrent with the execution of
this Agreement, the parties shall enter into an Amended and Restated StoCk Pledge Agreement
(" Amended Stock Pledge Agreement") in the form attached hereto as Exhibit D.
1.4

Termination ofEmployment. Termination of Consulting Agreement and Amendment
of NoMg~Mf(fr()fi!J"@J1.IJ;lW:IC~~.cOON® of the date of this Agreement, the parties hereby
termimlN SbT<PI@j~}Jj)lJjJl1D~~W.IcMr:MNtion, Creditor's employment by Company and
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Company's obligation to pay Creditor a salary is terminated effective as of the last day of the month
preceding the month in which this Agreement is executed. Concurrent with the execution of this
Agreement, Creditor and Company shall enter into an Amended and Restated Noncompetition
Agreement ("Amended Noncompetition Agreement") in the form attached hereto as Exhibit E.
1.5
Amendment to Certain Representations, Warranties and Covenants of Company. The
representations, warranties and covenants made by Company in the Stock Redemption Agreement
or any other Original Document are hereby superseded and replaced by the representations,
warranties and covenants set forth in the Amended Stock Pledge Agreement; and neither Company
nor Creditor shall have any claim for any past, existing or future breach of any representation,
warranty or covenant made in any of the Superseded Documents or any claim for any breach of the
$6M Note if such breach occurred prior to the date of this Agreement.
1.6
Payment of Attorneys' Fees. Concurrent with the execution of this Agreement,
Company shall have entered into a written agreement with Creditor ("Attorney Fee Reimbursement
Agreement") to make periodic installment payments to Creditor's attorneys, Cairncross &
Hempelmann, in addition to any other payments described herein, in accordance with the schedule
attached hereto as Schedule 1.6, to reimburse Creditor for his attorneys' fees incurred prior to the
date of this Agreement in connection-with the consummation of and enforcement ofthe Company's
obligations pursuant to the stock redemption transaction and the drafting of the Restructured
Obligations.

Office Lease. Concurrent with the execution of this Agreement, Company shall enter
1.7
into a lease in the form of Exhibit F attached hereto with Reed J. Taylor and Advantage Insurance
Agency, Inc. ("Advantage") for the office space currently occupied by Advantage, on the ground
floor ofthe building known as One Lewis Clark Plaza, on terms acceptable to the parties. The lease
shall provide for the payment of monthly rent in the amount of $1500 and shall be for a term
commencing on the date of this Agreement and continuing until the date which is six (6) months
from the date on which the Amended Down Payment Note is paid in full.
1.8
Agreement with Series A Preferred Shareholder. Concurrent with the execution of
this Agreement, Company and Cr.editor shall have entered into the Series A Prefer,red Shareholder
Agreement in the form attached hereto as Exhibit G. Such Agreement shall supersede and replace
Series A Preferred Shareholder Letter Agreements.
all of

the-

1.9
Definition of Restructured Obligations. "Restructured Obligations" shall mean this
Agreement, the Amended Down Payment Note, the $6M Note, the Amended Security Agreement,
the Escrow Agreement, the Amended Stock Pledge Agreement, and the Amended Noncompetition
Agreement.
2.
Additional Conditions to Restructure. On or before the date of execution of this
Agreement, and as a condition to Creditor's waiver of default and agreement to forbear from
exercising remedies under the Original Documents, the follpwing shall have occurred:
2.1
Delivety of Universe Certificates. First Interstate Bank shall have delivered to
Creditor any and all original stock certificates representing capital stock of Universe constituting
Pledg~H4~T OF RODERlCK C. BOND
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2.2
Establishment of CoIIateral Account Company's subsidiary, AlA. Insurance, Inc.
(If ALAI"), shall have established the Collateral Account; and Company, AIAI, Creditor and the
depository institution at which the Collateral Account is established shall have entered into the
Escrow Agreement. In addition, AIAI shall have provided written instructions to Mark Twain
Kansas Bank ("Bank") which provide that Bank shall, in accordance with currently effective
instructions and procedures, transfer to the Collateral Account all Commission Collateral deposited
into Account No. 8613004124 at such Bank. Further, Company, AIAI, Creditor and Bank shall have
entered into an agreement which provides that (i) Bank shall immediately notifY Creditor of its
receipt of any (a) instruction by AIAI or Company to take any action which would interrupt or
redirect the flow of Commission Collateral into Account No. 86513004124 from any other account
at Bank or the transfer of Commission Collateral from such Account to the Collateral Account, or
(b) request by AIAI or Company to amend that certain lockbox agreement (the "Centennial Lockbox
Agreement") dated June 1, 1995 among AlAI, Universe, The Centennial Life Insurance Company
("Centennial") and Bank, or any notice or instruction delivered to Bank pursuant thereto, or (c)
request by AIAI or Company to move existing bank accounts or establish new bank accounts under
the Centennial Lock Box Agreement; and (li) Bank shall not implement any such instruction or
request until the lapse of thirty (30) days from delivery of such notice by Bank to Creditor or Bank's
earlier receipt of Creditor's written consent to such instruction or request.
2.3
Payment of Felts Field Bill. Company shall have paid Felts Field Aviation, Inc. the
sum of $15,968.83, which sum constitutes one-half (Y2) of the total amount claimed by Felts Field
as of July 1, 1996 for repairs to the airplane sold to Creditor pursuant to the stock redemption
transaction Creditor shall be responsible for the payment of the balance of the Felts Field bills; and
Creditor hereby agrees to indemnifY Company from and against any and all claims made by Felts
Field relating to the Felts Field bills. In the event Company is sued by Felts Field with respect to any
Felts Field bill, Company may offset any payments it makes to Felts Field and any litigation
expenses incurred by Company in defending such claim against the principal balance of the
Amended Down Payment Note or (if the Amended Down Payment Note has been paid off prior to
such offset) the $6M Note.
2.4
Vesting of Protected Agents. Each insurance agent listed on Schedule 2.4 was
formerly an agent of one of the Companies, is now an agent of Advantage Insurance Agency Inc.,
and is now and will remain a "Protected Agent" unless and until such agent loses his Protected
Agent status as provided herein. On or before payment in full of the Amended Down Payment Note,
Company shall pay Creditor the difference between such agent's vested percentage of earned
commissions on insurance policies sold by such agent prior to the date of this Agreement and one
hundred percent (100%) of such earned commissions attributable to the period betw~en Company's
termination of such agent and the date of this Agreement In addition, for so long as such agent
retains Protected Agent status after the date of this Agreement, Company shall pay Creditor the
difference between such agent's vested percentage of earned commissions on insurance policies sold
by such agent prior to the date of this Agreement and one hundred percent (100%) of such earned
commissions. Such agent shall lose his Protected Agent status, and Company's payments to Creditor
hereunder shall cease:
(a)
immediately if such agent breaches his agency agreement with Company,
including (without liinitation) breach of his agency agreement by "rolling" any policy on which one
of the ~liH{Js:'iOtle~IpI€iroilih B:ON:JOrnrnission; provided, however, that loss of Protected
IN SUPPORT OF DISQUALIFICATION
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Agent status of any such agent shall not affect any obligation of Company to pay override
commissions to any other agent relating to any rolled policy; or
(b)
immediately if such agent becomes an agent of AlA Insurance, Inc. on or
before October 31, 1996; or
(c)
the date of termination of his agency relationship with Advantage if such
agent's relationship with Advantage is terminated for any reason. Creditor covenants and agrees to
notifY Company promptly'upon termination of any Protected Agent by Advantage.
2.5
Lump Sum Payment. Upon execution of this Agreement, Company shall pay
Creditor the sum of Twenty Thousand Dollars ($20,000), and shall deliver a bill of sale in the form
attached hereto as Schedule 2.5 for furniture, fixtures and equipment now located on the premises
currently leased to Advantage. The parties intend that this bill of sale shall replace in its entirety the
bill of sale delivered to Creditor at the original closing of the redemption transaction.
Mutual Release. Each of Companies and Creditor hereby releases the other from any and
3.
all claims (whether known or unknown, anticipated or unanticipated, contingent or liquidated) such
party may have--arising--out--of previous-agreements (including, without limitation,--the Original-Documents) or other business arrangement between Company and Creditor or arising out of
Creditor's ownership of or employment by Company prior to the date of this Agreement, other than
those obligations set forth in the Restructured Obligations. Specifically excluded from this mutual
release, however, are unknown claims that might arise out of claims by third parties; provided that
this exclusion shall not apply to claims against Company by Donna Taylor except to the extent such
claims are based on acts or omissions by Creditor. In particular, Company and Creditor hereby
release each other from any obligations arising out of the payment of expenses associated with the
CAP Program (as defined in the Stock Redemption Agreement), and Company hereby releases
Advantage from any such obligations, except to the extent that such obligations are reflected in the
adjustments made to the principal balance of the Amended Down Payment Note. Except as such
amounts are reflected in the adjustments made to the principal balance of the Amended Down
Payment Note, Creditor releases Company from any liability for the paynient of overdue or default
interest for any period prior to the effective date of this Agreement. Company and Creditor agree
that all currently existing monetary obligations between Company and Creditor are reflected in the
Amended Down Payment Note and the $6M Note, and Company has no right to future offsets
against either note for any monetary obligations arising prior to the date of this Agreement.

4.

General Provisions.

4.1
Capacity in Which Series A Preferred Shareholder is Signing: Consent to
Transaction. Series A Preferred Shareholder is a party to this Agreement for the purpose of
expressing her consent to and approval of the terms of this Agreement and the accuracy of the
representations made by her in this Section 4.1, and not as a direct beneficiary of the terms hereof,
and she shall have no right arising solely out of this Agreement to enforce, or to seeIc any remedy
for the breach o£ any of the terms of this Agreement. Rather, her rights shall be governed by the
Company's Articles of Incorporation and the terms of the Series A Preferred Shareholder
Agreement. Series A Preferred Shareholder represents and warrants to Company and to Creditor
that Shlf\m~fI3-@;Fs~Ut3:~RIf~'eI1fld~ad the opportunity to consult, with independent legal
counsm~~~ID"~.E~~A:tral<f A Preferred Shareholder Agreement, that she has

-
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read and- fully understands the tenus of this Agreement and the Series A Preferred Shareholder
Agreement, and that she consents to and approves the terms hereof and thereof, including but not
limited to Company's agreement to pay Creditor in accordance with the terms of the Amended Down
Payment Note and the $6M Note (subject, however, to the subordination provisions of the Series
A Preferred Shareholder Agreement).
4.2
or effect.

Status of Superseded Documents. The Superseded Documents are of no further force

4.3
Waiver: Forbearance. Creditor hereby waives any and all defaults alleged in the
Notice of Default or which could have been alleged under the Original Documents prior to the
effective date of this Agreement, and further agrees to forbear from exercising any remedy he may
have had for any such default under the Oriiinal Documents.

Amendments and Waivers. The provisions of this Agreement may be amended only
by the written agreement of Company, Series A Preferred Shareholder and Creditor. Except as
otherwise provided herein, any waiver, permit, consent or approval of any kind or character on the
part of either Company, Series A Preferred Shareholder or Creditor of any provision or condition
of this Agreement must be made in writing and shall be effective only to the-extent specifically set
forth in such writing. No action taken pursuant to this Agreement, including any investigation by
or on behalf of either Company, Series A Preferred Shareholder or Creditor, shall be deemed to
constitute a waiver by the party taking such action of compliance with any representation, warranty,
covenant or agreement contained herein. The waiver by either Company, Series A Preferred
Shareholder or Creditor of a breach of any provision of this Agreement shall not operate or be
construed as a waiver of any subsequent breach.
4.4

4.5
Governing Law. The validity, meaning and effect of this Agreement shall be
determined in accordance with the laws of the State of Idaho.
4.6
Entire Agreement. This Agreement, including the exhibits hereto, and the ancillary
documents expressly referred to herein, constitute the entire agreement of the parties concerning the
matters referred to_herein and supersede all prior agreements and understandings, oral or written,
all of which are hereby superseded and canceled.

Execution in Counterparts. This Agreement may be executed in any number of
counterparts, each of which when so executed and delivered shall be deemed an original, and such
counterparts together shall constitute one instrument.
4.7

EFFECTIVE as of the date first set forth above.
COMPANY:

AFFIDVffRi!~RICK C. BOND
IN SUPPORT OF DISQUALIFICATION

REED J. TAYLOR

SERIES A PREFERRED
SHAREHOLDER:

AFFIDVIT OF RODERICK C. BOND
IN SUPPORT OF DISQUALIFICATION

DONNA TAYLOR
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AMENDED AND RESTATED STOCK PLEDGE AGREEMENT

This Amended and Restated Stock Pledge Agreement is entered into as of July 1, 1996, by
and between AlA Services Corporation, an Idaho corporation ("Pledgor"), and Reed J. Taylor
("Secured Party").

RECITALS
A.
Pledgor and Secured Party are parties to that certain Stock Redemption Agreement,
dated as of July 22, 1995 (the "Redemption Agreement"), pursuant to which, Pledgor redeemed
613,494 shares of its Common Stock held by Secured Party in exchange for, in part, a promissory
note in the principal amount of$1,500,000 (the ''Down Payment Note") and a promissory note in
the principal amount of $6,000, 000 (the "$6M Note"). Pledgor and Secured Party also entered into
a Stock Pledge Agreement (the "Stock Pledge Agreement") and a Security Agreement (the "Security
Agreement"), each dated July 22, 1995, granting a security interest in certain collateral to secure
payment of the $6M Note. Pledgor and Secured Party also entered into a Consulting Agreement (the
"Consulting Agreement") and a Noncompetition Agreement (the "Noncompetition Agreement"),
both dated July 22, 1995.

B.

The Universe Life Insurance Company, an Idaho domestic insurance company
("Universe"), Farmers Health Alliance Administrators, Inc., an Idaho corporation ("Farmers"), and
AlA Insurance, Inc., an Idaho corporation ("AIAl"), are wholly owned subsidiaries of Pledgor.
Great Fidelity Life Insurance Company, an Indiana domestic insurer ("GFL"), is a wholly-owned
subsidiary of Universe. Universe is in rehabilitation under the laws of the State of Idaho; and GFL
is under supervision under the laws of the State ofIndiana. Pledgor, AIAI, Farmers, Universe and
GFL are collectively referenced herein as the "Companies".
Pursuant to the Stock Pledge Agreement, Pledgor pledged all of the shares of capital
stock of each of Universe, Farmers and AlAI (collectively, the "Pledged Shares ") as security for the
$6M Note and other obligations of Pledgor to Secured Party arising under the Redemption
Agreement.
C.

D.
Concurrent with the execution of this Agreement, Pledgor and Secured Party have
entered into that certain Stock Redemption Restructure Agreement (the "Restructure Agreement")
pursuant to which the obligations and agreements referred to above have been restructured (the
"Restructure") .
E.
As a part of the Restructure, Pledgor and Secured Party have agreed to amend and
restate the Security Agreement (as amended, the "Amended Security Agreement") and to amend and
restate the Stock Pledge Agreement to provide, among other things, security for the Down Payment
Note (as amended pursuant to the Restructure, the "'Amended Down Payment Note"), to modify
provisions relating to the substitution of bonds for the Pledged Shares, to allow partial or complete
prepayment of the $6M Note and to provide for partial release of Pledged Shares upon partial
prepayment of the $6MNote.
~FIDvfis@P-IftOO~re?lf!~edgor and Secured Party have agreed to simplifY and
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G.
Agreement.

This Agreement amends, restates, supersedes and replaces the Stock Pledge

H.
Capitalized terms used herein but not herein defined have the meanings ascribed to
them in the Restructure Agreement or the Amended Security Agreement.
AGREEMENTS
NOW, THEREFORE, for and in consideration ofthe foregoing premises, and for other good
and valuable consideration, the receipt and sufficiency of which are hereby acknowledged, the
parties agree as follows:
1.

Secured Obligations

This Agreement is made to secure the punctual payment and performance by Pledgor of any
and all obligations, liabilities and amounts now or hereafter owing, due or not due, direct or indirect,
liquidated or contingent, to Secured Party pursuant to the Amended Down Payment Note and the
$6M Note and the prompt observance and performance by Pledgor of its covenants, agreements and
obligations hereunder (collectively, the "Secured Obligations").
2.

Pledge

As collateral security for the payment and performance in full of the Secured Obligations,
Pledgor hereby pledges, assigns, transfers, delivers and grants to Secured Party a security interest
in all right, title and interest of Pledgor that presently exists or that hereafter may arise in, to and
under (i) the Pledged Shares and all rights and privileges of Pledgor with respect thereto; (ii) alI cash
dividends, noncash dividends, stock dividends, interest, cash, instruments and other property from
time to time received, receivable or otherwise distributed in respect of or in exchange for any or ail
of the Pledged Shares; (iii) ail SUbscriptions, warrants, options and any other rights issued upon or
in connection with the Pledged Shares; (iv) any additional shares of capital stock of the issuers of
the Pledged Shares hereafter issued; (v) any and all certificates or other instrument or documents
representing any of the foregoing; and (vi) all cash and noncash proceeds of the foregoing (all such
property, collectively, the "Pledged Collateral").
3.

Representations and Warranties

Pledgor represents and warrants to, and agrees with, Secured Party as follows:
3.1
Organization and Good Standing. Each of Pledgor, AIAI and Farmers is a
corporation duly organized, validly existing and in good standing under the laws of the State of
Idaho and has all requisite power and authority to own, lease or operate its properties and to carry
on its business as it is now being conducted. Universe is a domestic insurance company duly
organized and validly existing under the laws of the State ofIdaho, subject to the rights and powers
of the rehabilitator appointed by court order dated March 5, 1996 ("Rehabilitator"). Great Fidelity
is a stock life insurance company duly organized and validly existing under the laws of the State of
Indiana subject to the rights and powers of the supervisor appointed under Indiana law. Pledgor,
AIAI awFFN)l'\eff'@fcF&J19~Itte.~ess and are in good standing as foreign corporations
in all jm~~R'f~~I1»S~J.\~Iiq@2l\.~(9wIified would materially adversely affect them.
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ofthe date of this Agreement, Pledgor owns all ofthe outstanding capital stock of Universe (except
for Directors' qualifYing shares), AIAI and Farmers; and, subject to the rights and powers of the
Rehabilitator, Universe owns all of the outstanding capital stock of Great Fidelity.
3.2
Power and Authority. Pledgor and each of the other Companies has all requisite
power and authority to execute, deliver and perform the Restructured Obligations and to
consummate the transactions contemplated thereby. In particular, but without limiting the foregoing,
Pledgor and AIA have full requisite power and authority and full legal right to grant a security
interest in the Commission Collateral in the manner and for the purpose contemplated by the
Amended Security Agreement. Pledgor's Board of Directors has duly authorized the Restructured
Obligations and the execution and delivery thereof by the Companies and the performance by
Companies of their respective obligations thereunder, including (without limitation) the pledge and
grant to Secured Party of a security interest in the Pledged Collateral and the Commission Collateral
in the manner and for the purpose contemplated by this Agreement and the Security Agreement.
Pledgor has either obtained the consent of its shareholders to the execution and delivery of the
Restructured Obligations and the consummation of the transactions contemplated hereby, or it has
determined that no such consent is required.
3.3
Binding Contract. The Restructured Obligations have been duly executed and
delivered by Companies and are legal, valid and binding obligations of Companies enforceable
against them in accordance with their terms, except as enforceability may be limited by bankruptcy,
insolvency, reorganization or other similar laws affecting the enforcement of creditors' rights
generally or the availability of equitable remedies subject to the discretion of the court.
3.4
Consents; Noncontravention. Except for any such violation or default which is
waived by the Series A Preferred Shareholder pursuant to the Series A Preferred Shareholder
Agreement, the execution and delivery of the Restructured Obligations and the performance of the
transactions contemplated thereby (including, without limitation, the pledge and grant to Secured
Party of a security interest in the Pledged Shares pursuant to this Agreement and the grant of a
security interest in the Commission Collateral pursuant to the Amended Security Agreement) will
not (i) result in a violation of any of the terms or provisions of the articles of incorporation or bylaws
of Companies or any amendments thereto, or (ii) constitute a violation or default under any
indebtedness, indenture, mortgage, deed of trust, note, bond license, lease agreement or other
material agreement or instrument to which Companies are a party or by which they or any of their
assets may otherwise be bound, or under any law (excluding, however, any law or regulation
pertaining to the Rehabilitator or the rehabilitation of Universe under the Idaho Insurance Code),
rule, license, regulation, judgment, order, ruling or decree governing or affecting the operation of
Companies in any material respect; nor will the same constitute an event permitting termination of
any material agreement or the acceleration of any indebtedness or other liability of Companies, with
or without notice or lapse or time, or result in the creation or imposition of any lien upon any
collateral granted to Creditor pursuant to the Restructured Obligations. No consent, authorization,
approval or exemption by, or filing with, any person, entity or authority is required in connection
with the execution, delivery and performance by Companies of the Restructured Obligations or the
taking of any action contemplated thereby.
3.5
Title to Pledged Shares; Encumbrances. The Pledged Shares include all of the issued
and outstanding capital stock of each of Universe, Farmers, and AIAI. Pledgor owns beneficially
~nd ofAmfJvi~6~cl5~'E~Ba-Nif11d clear of all pledges: .liens, encumbrances, security ?l!Jr ']
mtere~)st1]3~\)Rf~bI§t1tjJ\tJ>Flt5\l~s on Company's abIhty to vote such shares or to'-.. ./~ cJ

transfer such shares to Secured Party, except for any interest in the Universe stock on the part of the
Rehabilitator and the liens in favor of Secured Party created in connection with the transactions
contemplated by this Agreement. Subject to the rights and powers of the Rehabilitator in connection
with the Universe shares, Pledgor has full right, title and interest in and to the Pledged Shares, and
full authority to pledge the Pledged Shares to Secured Party as security for performance of the
Secured Obligations. All, of the Pledged Shares have been duly authorized and validly issued, and
are fully paid and nonassessable. Secured Party acknowledges he has physical possession of the
certificates evidencing all of the Pledged Shares. Upon execution of this Agreement, Secured Party
will have a first priority, perfected security interest in the Pledged Shares. There are no options,
warrants, calls, subscriptions, rights, agreements, commitments or understandings of any nature that
call for the issuance, sale, pledge or other disposition of any Pledged Shares or which entitle any
person to acquire such shares, other than those rights arising under this Agreement.
3.6
Title to Commission Collateral. Companies are the sole owners of the Commission
Collateral, free of any liens, security interests, claims or other encumbrances of any kind, except for
(i) standard rights of insurers to recover commissions paid on subsequently lapsed or cancelled
policies or certificates of insurance, (ii) the liens and security interests granted to Secured Party in
the Amended Security Agreement and (iii) a previously granted security interest granted to
Centennial Life Insurance Company ("Centennial").
3.7

Protection of Security Interest.

(a)
Companies shall, at their own expense, keep the Commission Collateral free
of all liens and encumbrances except the security interests of Secured Party and Centennial.
Companies shall not make or agree to make any discount, credit, rebate, set-off or other reduction
in the original amount owing with respect to Commission Collateral other than in accordance with
its present policies and in the ordinary course of business. Companies shall collect and enforce all
commission receivables. Companies will keep adequate records and books of account, in which
complete entries will be made in accordance with industry practice, applied, reflecting all
Commission Collateral and related transactions.
(b)
To Pledgor's knowledge, the Pledged Collateral is not subject to any option,
agreement, assessment, charge or other contractual restriction of any nature that might prohibit,
impair, delay or otherwise affect the pledge of the Pledged Collateral hereunder or the sale or
disposition of the Pledged Collateral pursuant hereto by Secured Party. Secured Party acknowledges
that applicable insurance regulations may require regulatory approval prior to strict foreclosure upon
or sale of insurance company stock. Pledgor will not suffer or permit any lien or encumbrance of
any nature, other than those granted to Secured Party, to attach to the Pledged Collateral. Pledgor
will fully and punctually perform any duty required of it in connection with the Pledged Collateral
and will not take any action that will impair, damage or destroy Secured Party's rights with respect
to the Pledged Collatera1. Pledgor will remain the sole shareholder of all of the outstanding capital
stock of Universe (other than Directors' qualifying shares), Farmers and AlAI. Pledgor will not
permit Universe, Farmers or AIAI to issue any additional capital stock; and any attempt to issue
additional shares of such capital stock shall be invalid.

3.8

Financial Condition.

The consolidated financial statements of Pledgor and its
SUbSidiM~~Xh1Jt&QlJ~~~9~r~~~, 1994 and 1993 and for the quarter ended March
31, 19~a~TJgtleg e<?J' R~l~VNrJ ~~,J\nctdmng any adjustments thereto reflected on Schedule
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3.8, present fairly the financial condition and results of operations and changes in financial position
of Pledgor as of such respective dates and for the respective periods then ended in conformity with
generally accepted accounting principles ("GAAP") applied on a consistent basis, and Pledgor has
no actual knowledge of any change in the financial condition of Companies since March 31, 1996
which a reasonable person would consider likely to have a material adverse effect on the value of
Pledged Collateral or the Commission Collateral, or on Secured Party's ability to enforce its
remedies hereunder, except for matters already disclosed by Pledgor to Secured Party.
3.9
Compliance with Laws. Pledgor, AlAI and Farmers are in compliance in all material
respect with all federal, state and local laws, statutes, rules, regulations and orders of all
governmental authorities material to its business.
3.10 Defaults. Except for any such violation or default which is being waived by the
Series A Preferred Shareholder in the Series A Preferred Shareholder Agreement, none of Pledgor,
AIAl or Farmers is in material violation of any of the terms or provisions of its articles of
incorporation or bylaws or any amendments thereto, or in violation or default under any
indebtedness, indenture, mortgage, deed of trust, note, bond license, lease agreement or other
material agreement or instrument to which any of such Companies is a party or by which it or any
of its assets may otherwise be bound, or of any law, rule, license, regulation, judgment, order, ruling
or decree governing or affecting the operation of such Companies in any material respect.

3. 11 Litigation. There are no claims, actions, suits, proceedings or investigations pending
or, to the best of Pledgor's knowledge, threatened against or relating to Companies, at law or in
equity before or by any governmental authority, the adverse resolution of which a reasonable person
would consider to be likely to have a material adverse effect on the value of the Pledged Collateral
or the Commissions Collateral, or on Secured Party's ability to enforce its remedies hereunder,
except for matters already disclosed by Pledgor to Secured Party.

4.
Covenants. Pledgor hereby covenants to Secured Party that, until the earlier of (i) the
pledge of bonds having a fair market value equal to the principal amount of the $6M Note in
substitution for the Pledged Collateral and the Commission Collateral in accordance with Section
lO(a) of the this Agreement, or (ii) the payment in full of the Amended Down Payment Note and the
$6M Note, it will perform and observe the following covenants:
4.1
Pledgor will provide Secured Party with quarterly financial statements for the first
three fiscal quarters for each of the Companies, prepared in accordance with GAAP.
4.2
Pledgor will provide Secured Party with consolidating financial statements, if
available, or if such statements are not available, consolidated financial statements, for the first three
quarters for Pledgor and all of its direct and indirect Subsidiaries, prepared in accordance with
GAAP; provided that, if such statements have not been completed and made available to Pledgor's
management within 60 days of the end offiscal quarter, Pledgor shall provide Secured Party with
quarterly financial statements on an estimated combined basis by such date; and Pledgor shall not
be deemed to have failed to satisfy this covenant if Pledgor delivers final consolidated financial
statements to Secured Party as soon as they are available to Pledgor's management.
AEfIDVI'P,@dfg&tHlER~it1eIffi)NIi);d Party with annual audited consolidating financial
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including the fourth quarter of Pledgor's fiscal year, prepared in accordance with GAAP; provided
that, ifsuch statements have not been completed and made available to Pledgor's management within
180 days of the end of the fiscal year, Pledgor shall provide Secured Party with annual financial
statements on an estimated combined basis by such date; and Pledgor shall not be deemed to have
failed to satisfY this covenant if Pledgor delivers final annual audited consolidated financial
statements to Secured Party as soon as such statements become available to Pledgor's management.
4.4
Pledgor will provide Secured Party with monthly income statements for Pledgor on
an estimated combined basis as soon as they are available to Pledgor's management.
Pledgor will provide Secured Party with a weekly summary of new insurance
4.5
business submitted, showing weekly, month-to-date and year-to-date summaries.
4.6
Pledgor will provide Secured Party with monthly statements of commissions earned
by any of the Companies as soon as they are available to Pledgor's management, and copies of
AIAl's monthly bank statement for the Collateral Account and for Mark Twin Kansas Bank Account
No. 8613004124 or any substitute account immediately upon Company's receipt of such statements.
4.7
As of the last day of each fiscal quarter, Pledgor shall maintain retained earnings,
calculated in accordance with GAAP, equal to or greater than retained earnings for Pledgor as of
December 31, 1995 as shown on Pledgor's audited annual consolidated financial statement for the
year ended December 31, 1995 attached hereto as Schedule 3.8.
4.8
Pledgor will not loan funds to any affiliate other than its wholly-owned Subsidiaries
or as authorized by its existing Articles of Incorporation, or except to pay loan reimbursement to
John Taylor for income tax liabilities attributable to the 1988 reorganization of the Pledgor incident
to Secured Party's divorce;
4.9
Pledgor will not mortgage, pledge, subject to lien or other encumbrance, sell, assign
or transfer any coilateral granted to Creditor pursuant to the Restructured Obligations.
4.10 Pledgor will use its best efforts to ensure that Creditor or his designee remains a
member of Pledgor's Board of Directors until full payment of the Amended Down Payment Note
and the earlier of (i) the pledge of bonds meeting the requirements of Section 1O(a) hereof, or (ii)
the pledge of bonds meeting the requirements of Section 1O(b) hereof, or (iii) the substitution for
the Pledged Shares and the Commission Collateral of other collateral or security acceptable to
Creditor or (iv) the payment in full of the $6M Note.
4.11 Pledgor will ensure that no additional shares of capital stock are issued by Universe,
Farmers, AlAI or GFL;
4.12 Pledgor will use its best efforts to obtain and pledge to Secured Party, as soon as
possible, but in no event later than the consummation of a public offering by the Pledgor, bonds
meeting the requirements set forth in Section 10 of the Amended Stock Pledge Agreement.
Pleq~9.f shall have no obligation to prepare and provide to Secured Party any reports of
finarlifJPPr- vdthJ?1b~~~tI0~N:lther than information expressly required by this Section
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in Pledgor's structure or operations, any required information is no longer regularly prepared or
available to Pledgor's management, Pledgor and Secured Party shall negotiate in good faith to
substitute other reports of such equivalent information as may then be available.
Secured Party agrees that neither he nor any of his agents shall communicate with any of
Pledgor's personnel concerning the Pledgor's financial condition or results of operations, except
through Pledgor's president, chief financial officer or legal officer.
5.

Possession of Pledged Collateral; Assignments

( a)
On or before the effective date of this Agreement, Secured Party has obtained
physical possession of all instruments and stock certificates pertaining to the Pledged Shares.
Pledgor agrees to deliver to Secured Party promptly upon receipt all instruments and stock
certificates pertaining to the Pledged Collateral acquired in the future. Without limiting the
foregoing, if Pledgor shall purchase or otherwise become entitled to receive or shall receive, in
connection with any of the Pledged Collateral, any: (i) stock certificate, including without limitation
any certificate representing a stock dividend or in connection with any increase or reduction of
capitaL reclassification, merger, consolidation, sale of assets, combination of shares, stock split,
spin-off, split-off, split-up or liquidation; (ii) option, warrant, or right, whether as an addition to or
in substitution or in exchange for any of its securities, or otherwise; or (iii) dividend or distribution
payable in cash or property, including securities issued by other than Universe, Farmers or AlAl;
then Pledgor shall accept it in trust for Secured Party and shall immediately deliver it to Secured
Party in the exact form received, with Pledgor's endorsement when necessary, or appropriate stock
powers duly executed in blank to be held by Secured Party as part of the Pledged Collateral.
(b) Pledgor has previously delivered to Secured Party Assignments Separate from
Certificate ("Assignments"), in the form attached as Exhibits A-I, A-2 and A-3 to this Agreement,
covering all the Pledged Shares. Such Assignments have been endorsed in blank by Pledgor before
delivery to Secured Party. Secured Party may not use such Assignments to transfer the Pledged
Collateral except in realization on its security interests in the Pledged Collateral after the occurrence,
and during the continuance, of a Default (as defined in Section 8 hereof).
6.

Pledgor's Voting Rights

So long as no Default under this Agreement has occurred and is continuing, Pledgor shall
be entitled to exercise any voting rights incident to the Pledged Collateral, subject to any restriction
on such voting rights contained herein. Upon the occurrence and continuation of a Default,
Pledgor's right to exercise such voting rights shall immediately cease and terminate and all voting
rights with respect to the Pledged Collateral shall rest solely and exclusively in Secured Party. The
foregoing sentence shall constitute and grant to Secured Party an irrevocable proxy coupled with an
interest to vote the Pledged Collateral upon the occurrence and continuation of such a Default, and
any officer of Universe, Farmers, or AlAI, as the case may be, may rely on written notice from
Secured Party as to the existence of a Default and Secured Party's right to vote such Pledged
Collateral. Notwithstanding the foregoing provisions of this Section 6, Secured Party's right to vote
the Universe shares is subject to all insurance regulatory requirements applicable to Universe and/or
GFL.

7.

AFFIDVIT OF RODERICK C. BOND
~§g\8PRT OF DISQUALIFICATION

Anyone of the following events shall constitute a default by Pledgor under this Agreement
(a "Default"):
(a)
Failure of Pledgor to pay, either directly or through Bank pursuant to the
Escrow Agreement, within ten (IO) days ofthe date due any principal or interest under the Amended
Down Payment Note or the $6M Note; or
(b)
Failure of Bank to transfer to the Secured Party Account (as defined in the
Escrow Agreement), within ten (10) days of the date due, any principal or interest under the
Amended Down Payment Note or the $6M Note, provided however that a Default under Sections
7 ( a) or 7(b) hereof shall not be deemed to have occurred if (i) the amount due is paid directly by
Pledgor or (ii) if Bank's failure to transfer such funds to the Secured Party Account results from
Bank's negligence or intentional malfeasance or any other reason not within Pledgor's control (other
than insufficiency of deposits into the Collateral Account) and, within five (5) days of Pledgor's
discovery of such failure to transfer such funds to the Secured Party Account, Pledgor instructs Bank
in writing to immediately transfer the amount then due to the Secured Party Account and, within
thirty (30) days of such discovery, either Bank or Secured Party pays Secured Party the amount then
due; or
(c)
Default by Company in the performance of any of its obligations pursuant to
Section 4 of the Amended Security Agreement or pursuant to the Lockbox Agreement which default
continues after notice and a three (3) day opportunity to cure; or
(d)
Breach of any representation, warranty, covenant, term or condition contained
in this Agreement which breach materially and adversely impairs the value of the Commission
Collateral or the Pledged Shares or Secured Party's ability to enforce its rights with respect thereto,
and which breach continues after notice and a thirty-day opportunity to cure; or
(e)
Any levy, attachment or execution on, or seizure of, any of the Commission
Collateral or the Pledged Shares which materially and adversely impairs the value of the
Commission Collateral or the Pledged Shares or Secured Party's ability to enforce his rights with
respect thereto, and which breach continues after notice and a thirty (30) day opportunity to cure;
or
(f)
Dissolution or termination of existence of Company or any of its material
Subsidiaries; provided that the dissolution or termination of existence of a Subsidiary (in the· absence
of insolvency or bankruptcy) shall not constitute a Default if bonds meeting the requirements of
Section lO(a) the Amended Stock Pledge Agreement are acquired and pledged to Secured Party
pursuant thereto; or
(g)
Insolvency or bankruptcy of Pledgor or any of its material Subsidiaries or the
appointment of a receiver to take possession of any of the Commission Collateral or the Pledged
Shares.
Notwithstanding the foregoing, however, rehabilitation, supervision or liquidation of Universe
andlor GFL under applicable insurance laws or the sale of Universe or GFL stock in connection
there~Hf~IifoOfu~<De£fiuIBf:UNIDnder.
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9.

Remedies

9.1
General. In the event of a Default by Pledgor under this Agreement, Secured Party
may, at its election and in its sole discretion, without further notice of such election and without
demand upon Pledgor, do anyone or more of the following:

(a)

Accelerate and declare the Secured Obligations immediately due and payable

in full;

(b)
Subject to receipt of all necessary regulatory approvals, sell all or any part of
the Pledged Collateral at public auction or private sale in accordance with the laws of the State of
Idaho, for cash or credit at the election of Secured Party, Pledgor to be credited with the amounts
of any such sale only when the cash proceeds are actually received by Secured Party. Under no
circumstances shall Secured Party be required to expedite or delay sale of all or any part of the
Pledged Collateral due to prevailing or expected conditions in the market for such Pledged
Collateral. Each purchaser at any such sale shall hold the property sold absolutely free from any
claim or right on the part of Pledgor. Secured Party shall not be obligated to make any sale of
Pledged Collateral regardless of notice of sale having been given. Secured Party may adjourn any
public or private sale from time to time by announcement at the time and place fixed therefor, and
such sale may, without further notice, be made at the time and place to which it was so adjourned;
and/or
(c)
Exercise all of the rights and remedies available under the Uniform
Commercial Code as enacted in the State of Idaho or under other applicable law.
9.2
Sale of Pledged Collateral. Pledgor recognizes that, subject to receipt of all
necessary regulatory approvals, Secured Party may sell all or any part of the Pledged Collateral
pursuant to Section 9.1 above, as and when applicable by means of one or more private sales to a
restricted group of purchasers who will be obligated to agree, among other things, to acquire such
securities for their own account, for investment and not with a view to distribution or resale. Private
sales shall be proper if made in a commercially reasonable manner; and Secured Party has no
obligation to delay the sale of any such security for the period of time necessary to permit Universe,
Farmers, AlAl, or any other issuer of the Pledged Shares to register such securities for public sale
under any applicable securities laws or regulations. In the event any notice is required to be given
to Pledgor with respect to any such sale or disposition of any of the Pledged Collateral, ten (10)
calendar days notice of any such action shall be deemed to be a sufficient and cOrnn1ercially
reasonable notice.

Sale of Substitute Collateral. The parties acknowledge and agree that, in the event
zero coupon bonds meeting the requirements of Section 1O(b) hereof are substituted for the Pledged
Shares, such bonds are intended to secure payment of the principal of the $6M Note at its stated
maturity date, and that the security interest in Commission Collateral granted in the Amended
Security Agreement is intended to secure Company's obligation to pay the interest on the $6M Note
prior to stated maturity. In the event of a Default occurring after zero coupon bonds meeting the
requirements of Section 1O(b) hereof are substituted for the Pledged Shares, Company shall convey
su~h ~pgid~¥~~(i~r in lieu ~fomrc1o
ure; and su~h conveyance shall discharge C.om~any's
obliga~~))~
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pay the int'eres gn h '~~Ye s Ml co inue in the form ofa monthly annuity of$41,250 (or, if
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such Note has been partially prepaid prior to the Default, such lesser monthly amount of interest due
on the unpaid principal balance immediately prior to such Default) payable until the stated maturity
date of the $6M Note; and such obligation shall continue to be secured by the security interest in
Commission Collateral pursuant to the terms of the Amended Security Agreement.
9.4
Attorneys' Fees, In the event either party is required to retain the services of an
attorney in order to enforce the terms or provisions of this Agreement or any of the other
Restructured Obligations, the prevailing party in any litigation arising therefrom shall be entitled
to recover reasonable costs of collection and sale of collateral and reasonable attorneys' fees.
10.

Substitution and Release of Security

In the event that Pledgor is able to obtain for the benefit of Secured Party (a) bonds having
a fair-market-value equal to Six Million Dollars ($6,000,000) or (b) bonds the aggregate face
amount of which equals $6,000,000 as of August 1, 2005, then Secured Party will allow Pledgor to
substitute such bonds for the Pledged Collateral; provided that in either case the following
conditions are satisfied:
(i)

The bonds are issued by the U.S. Government or an obligor approved by

(ii)

The bonds are pledged to secure the Secured Obligations;

Secured Party;

(iii)
Secured Party receives a first priority security interest in such bonds which
is perfected prior to or simultaneously with the release of the Pledged Collateral;
(iv)
Unless such requirement is waived by Pledgor, Pledgor provides an opinion
oflegal counsel that Secured Party will have a first-priority perfected security interest in the bonds;
(v)

The Amended Down Payment Note has been paid in full; and

(vi)
Such arrangements are evidenced by executed documents, including a bond
pledge agreement, in form and substance acceptable to Secured Party and Secured Party's counsel.
If such conditions are met, Secured Party will release the Pledged Collateral and return any
and all certificates and instruments representing or evidencing the Pledged Collateral to Pledgor,
including, without limitation, the certificates for the Pledged Shares and the Assignments. In
addition, if and only if bonds meeting the requirements of Section IO(a) are pledged to secure the
Secured Obligations and if Company otherwise meets the requirements of this Section 10, the
security interest in Commission Collateral granted in the Amended Security Agreement shall also
be released,
Pledgor shall have the right, throughout the remaining term of the $6M Note, to prepay all
or part of the outstanding balance of principal and accrued but unpaid interest without premium or
penalty. In the event of any partial prepayment of the $6M Note after substitution of bonds for the
Pledge~ollateral, ComR~¥'~~X reduce the amount of bonds securing the $6M Note, provided that
the fa' - ~¥J{;Ji{feIth{1"ffi~~ ~f~Q~ meeting the requirements of Section IO(a» or the
aggre e ltcb~itPtiPt§QlJA~rg!~Meeting the requirements of Section lOeb) of the21f.,~

remaining bonds shall not be less than 110% of the remaining principal balance of the $6M Note.

11.

Miscellaneous

11.1 Survival. All representations, warranties and agreements made in this Agreement or
in any related documents shall survive the execution and delivery of this Agreement and any such
related documents.
11.2 Further Assurances. (a) Pledgor will sign such additional documents relating to the
Pledged Collateral as Secured Party may reasonably request in order to provide Secured Party with
the full benefit of this Agreement. Pledgor hereby grants to Secured Party a power of attorney to
execute any such documents as Pledgor's attorney-in-fact. Such power of attorney is coupled with
an interest and shall be irrevocable until the Secured Obligations have been fully and finally paid.
(b) Upon the pledge of bonds under Section 10 hereof, Secured Party will deliver the
Pledged Shares and attendant Assignments to Pledgor, and will sign such additional documents
relating to the Pledged Collateral as Pledgor may reasonably request in order to provide Pledgor
with the full benefit of this Agreement. Secured Party hereby grants to Pledgor a power of attorney
to execute any such documents as Secured Party's attorney-in-fact. Such power of attorney is
coupled with an interest and shall be irrevocable upon Pledgor's satisfaction of the conditions of
Section 10 hereof
11.3 Amendment. This Agreement amends, restates, supersedes and replaces the Stock
Pledge Agreement which shaH hereafter have no further force or effect. This Agreement and the
other Restructured Obligations contain the complete and final expression of the entire agreement
of the parties. No provision of this Agreement may be amended, modified, waived, or
supplemented, except by a writing signed by the parties to this Agreement. No waiver by Secured
Party of any default shall be a waiver of any other default.
Remedies Cumulative: Waivers. All rights and remedies of Secured Party shall be
cumulative and may be exercised at such times and in such order as Secured Party determines. The
failure of Secured Party to insist upon or enforce strict performance of any provisions of the
Restructured Obligations, or to exercise its rights or privileges hereunder or thereunder or any of its
rights as provided by statute or law or in equity or otherwise, shall not impair, prejudice or constitute
a waiver of any such right, power, remedy or privilege or be construed as a waiver of any Default
or as an acquiescence therein or preclude the exercise or enforcement thereof at a later time. Nor
shall any single or partial exercise of any such right, power, remedy or privilege preclude any other
or further exercise thereof or the exercise of any other right, power, remedy or privilege.
llA

11.5 Effectiveness. This Agreement shall remain in full force and effect until (i) all the
Secured Obligations have been indefeasibly performed or paid in full in cash, and (ii) this
Agreement has been terminated in writing by Secured Party.
Severability. If any of the provisions of this Agreement shall be or become illegal
or ul)'fflFllW'l¥~jh1teJfYER?fe~st?~dm remain in full force and effect.
IN SUPPORT OF DISQUALIFICATION
11. 7 Notices. All notIces, requests, demands and other communications which are 2Qf,(,
11.6

